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New York Mortgage Trust, Inc., a real estare investment trast (RELT), is engaged in

the investment in and management of high credit quality residential adjustable rare

mortgage (ARM) loans and mortgage-backed securities {MBS).

As of March 31, 2007, the Company has sold substantially all of the operaring assets

of its mortgage lending business and has exited the mortgage lending business

The Company’s portfolio is comprised of securitized, high credit quality, adjustable

and hyvbrid ARM loans, and purchased MBS. Historically ar least 989% of the portfolio

has been rated “AA” or "AAA”

As a REIT, the Company is not subject to federal income tax provided that it digeributes

at least 90% of its REIT income to stockholders.
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Chairman’s Letter

A Year of Change......

The entire mortgage industry experienced a very challenging operating environment

during 2006. A softening housing market, declining industry-wide mortgage

origination volumes, a higher than normal incidence of loan defaults and a continuing

flat-to-inverted yield curve all adversely affected the Company’s mortgage

origination and investment businesses as well our overall performance during the ‘
year.

To meet these challenges, we made a critical decision to sell our retail mortgage

lending platform assets to IndyMac Bank, F.S.B. and our wholesale lending

origination business assets to Tribeca Lending Corp. These redefining transactions ‘
will serve to stem the losses in our loan origination business and position the

Company to return to profitability in the near term.

Our exit from the mortgage origination business was a bittersweet event for us, as our
ultimate goal was to continue to grow this business nationally and to use our self-
origination advantage to benefit our loan portfolio business. Fortunately, despite the
persistence of challenging market conditions, we will reap considerable benefits from
our exit from and monetization of our mortgage lending business.

As a founder and one of the largest shareholders of New York Mortgage Trust, the
Company’s success is something I take very personally. And although I have
resigned my day-to-day management duties at New York Mortgage Trust in order to
join IndyMac, I will remain Chairman of the Company’s Board of Directors.

Looking ahead, we recognize that there is much work to be done. David Akre will
remain Vice Chairman and Co-CEO and Steve Mumma has assumed the additional
roles of President and Co-Chief Executive Officer.

As we move forward, I am highly confident that this team will be able to lead New

Y ork Mortgage Trust solidly into the future and I personally would like to thank our
valued shareholders, employees and customers for their continued loyalty throughout
these difficult times. I am confident that, given our repositioning, better times will
follow.

Sincerely,

Steven Schnall -
Chairman of the Board




From the Co-Chief Executive Officers

Looking Ahead...

The last year has been a period of significant change for New York Mortgage Trust.
Our exit from and monetization of our mortgage lending business in the first quarter
of 2007 has enabled the Company to increase its investable capital, lower its
executive management compensation expense and stabilize its book value by
eliminating its mortgage lending business’s operating losses] Our exit from the
lending business was also done in such a way that enabled the Company to retain the
economic value of its accumulated net operating losses (NOL)

Going forward, we now have a much leaner organization w1th a $1.1 billion portfolio
of mortgage securities, approximately 98% of which are rated "AA" or "AAA", and
approximately 40 remaining employees, most of who are wolrkmg on disposing of the
remaining loans held for sale in our discontinued mortgage lending business. As the
loan dispositions progress, our headcount will fall significantly.

Over the next several months we will focus on the loan dispositions, redeployment of
the proceeds from both the sales of these loans and our lending business, and looking
at opportunities to purchase bulk loan packages for securitizations or other short
duration mortgage assets. Addittonally, approximately 33% (l)f our investment
portfolio securities are comprised of hybrid ARM loans which will be resetting, or
prepaying, over the next six months. As this occurs, we exp(lect to be able to earn a
higher return from the resetting coupons or from the reinvest'ment of prepayment
proceeds into higher yielding assets.

While we do not expect the challenging market conditions to change significantly in
2007, we are confident that the steps we have already taken and the portfolio
management decisions we will make going forward will enable us to return to
profitability in the near term.

We too would like to thank our stockholders and emplbyees who have persevered
through this difficult period. We appreciate your continued support.

Sincerely,
it

David A. Akre Steven R. Mumma
Vice Chairman Co-Chief Executlve Officer
Co-Chief Executive Officer President

Chief Financial Officer
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Item 1. Business

General

C) I

New York Mortgage Trust, Inc. together with its consolidated subsidiaries (“NYMT?, the “Company”, “we”,
“our”, and “us™) is a self-advised residential morigage finance company that acquires and invests in adjustable rate
mortgage (“ARM”) assets. We earn net interest income from residential mortgage-backed securities and adjustable-
rate mortgage loans and securities. Until March 31, 2007, the Company originated mortgages throught its wholly-
owned subsidiary, The New York Mortgage Company, LLC (“NYMC”). In this discontinued operation, we earned
gain on sale income and net interest income by originating a variety of residential mortgage loan products. This
discontinued operation also originated residential mortgage loans as a broker for the purpose of obtaining broker fee
income.

As of December 31, 2006, we had approximately $1.32 billion of total assets as compared to $1.79 billion at
December 31, 2005 (see our consolidated financial statements and related notes beginning on page F-1).

Recent Events - Sale of Mortgage Lending Business and Change in OQur Business Strategy

On February 7, 2007, we announced that, as a part of our previously announced exploration of strategic
alternatives for the Company, we had entered into a definitive agreement to sell substantially all of the retail
mortgage lending platform of NYMC to IndyMac Bank, F.S.B., (“Indymac”), a wholly owned subsidiary of
Indymac Bancorp, Inc, for an estimated purchase price of $13.5 million in cash and the assumption of certain of our
liabilities by Indymac. On March 31, 2007, Indymac purchased substantially all of the operating assets related to
NYMC’s retail mortgage lending platform, including, among other things, assuming leases held by NYMC for
approximately 20 full service and approximately 10 satellite retail mortgage lending offices (excluding the lease for
the Company’s corporate headquarters, which is being assigned, as previously announced, under a separate
agreement to Lehman Brothers Holding, Inc.), the tangible personal property located in those approximately 30
retail mortgage banking offices, NYMC’s pipeline of residential mortgage loan applications (the “Pipeline Loans"),
escrowed deposits related to the Pipeline Loans, customer lists and intellectual property and information technology
systems used by NYMC in the conduct of its retail mortgage banking platform. Indymac assumed the obligations of
NYMC under the Pipeline Loans and substantially all of NYMC’s liabilities under the purchased contracts and
purchased assets arising after the closing date. Indymac has also agreed to pay (i) the first $500,000 in severance
expenses with respect to “transferred employees™ (as defined in the asset purchase agreement filed as Exhibit 10.62
to this Annual Report on Form 10-K) and (ii) severance expenses in excess of $1.1 million arising after the closing
with respect to transferred employees. As part of the Indymac transaction, the Company has agreed, for a period of
18 months, not to compete with Indymac other than in the purchase, sale, or retention of mortgage loans. Indymac
has hired substantiatly all of our branch employees and loan officers and a majority of NYMC employees based out
of our corporate headquarters. As of April 1, 2007, the Company has approximately 40 employees.

On February 14, 2007, we entered into a definitive agreement with Tribeca Lending Corp., a subsidiary of
Franklin Credit Management Corporation (“Tribeca Lending”) to sell our wholesale lending business for an
estimated purchase price of $485,000. This transaction closed on February 22, 2007. Together, the closing of the
sale of our retail mortgage banking platform to Indymac and the sale of our wholesale lending business to Tribeca
Lending has resulted in gross proceeds to NYMT of approximately $14.0 miilion before fees and expenses, and
before deduction of approximately $2.3 million, which will be held in escrow to support warranties and
indemnifications provided to Indymac by NYMC as well as other purchase price adjustments. NYMC will record a
one time taxable gain on the sale of these assets. NYMC’s deferred tax asset will absorb any taxable gain from the
sale.

We expect to redeploy the net proceeds from the sale of our retail mortgage banking platform in high quality
mortgage loan sccurities. We will liquidate the remaining inventory of loans held for sale in the ordinary course of
business. Our Board of Directors, together with our management, will continue to consider strategic options for
NYMT, including a possible sale or merger or raising capital under a passive REIT business model.




We believe that the disposition of our mortgage lending business will allow us to meet the following business
objectives:

» reduce, and ultimately eliminate, our taxable REIT subsidiary’s operating losses;

» enable NYMC to retain the economic value of its accumulated net operating losses;
= increase NYMT’s investable capital and financial flexibility;

» lower NYMT’s executive management compensation expenses;
« significantly reduce our potential severance obligations; and

« enable our management to focus on our mertgage portfolio management operations, which consisted of a
$1.1 billion portfolio of investment securities as of December 31, 2006.

Upon consummation of the transaction with Indymac on March 31, 2007, Steven B. Schnall, our Chairman,
Pregident and Co-Chief Executive Officer, and Joseph V. Fierro, the Chief Operating Officer of NYMC, resigned
from their executive positions with us and assumed roles with Indymac. Concurrent with Mr. Schnall’s resignation,
Steven R. Mumma, presently our Chief Financial Officer, will also assume the rolés of President and Co-Chief
Executive Officer. Mr. Schnall continues to serve our Board of Directors as its non-executive Chairman, and David
A. Akre continues to serve as Vice Chairman and Co-Chief Executive Officer.

In connection with the sale of our wholesale mortgage origination platform assets on February 22, 2007 and the
transaction with Indymac, during the fourth quarter of 2006, we classified substantially all of the assets, liabilities and
operations of our Morigage Lending segment as a discontinued operation in accordance with the provisions of
Statement of Financial Accounting Standards No. 144, ““Accounting for the Impanrml:nt or Disposal of Long-Lived
Assets” ("SFAS No. 1447), As a result, we have reported revenues and expenses related to the segment as a
discontinued operation and the related assets and liabilities as assets and liabilities related to a discontinued operation
for all periods presented in the accompanying consolidated financial statements, Certain assets, such as the deferred tax
asset, and certain liabilities, such as subordinated debt and liabilities related to leased! facilities not assigned to Indymac
will become part of the ongoing operations of NYMT and accordingly, we have not Slassified as a discontinued in
accordance with the provisions of SFAS No. 144. See Note 12 in the notes of our consolidated financial statements.

Following our exit from the mortgage lending business, we will exclusively focus our resources and efforts on
the business that we refer to as our Mortgage Portfolio Management segment, which witl primarily involve
investing, on a leveraged basis, in residential mortgage backed securities, and our revenues will be derived primarily
from the difference between the interest income we earn on our mortgage assets an the costs of our borrowings (net
of hedging expenses). Because the mortgage lending business represented a signiﬁéant part of our operations, our
historic operations (since completion of our initial public offering} may not be nece'ssarily comparable to our
financial operations following consummation of the transactions described above.

Our Mortgage Portfolio Management Business

Our residential mortgage investments are comprised of ARM loans, ARM securities and floating rate
collateralized mortgage obligations {“CMO Floaters™). The ARM loans and securities have interest rates that reset in
a year or less, and “hybrid” ARM loans and securities have a fixed interest rate for an initial period of two to seven
years before converting to ARM loans and securities whose rates will reset cach year or shorter. ARM securities
represcnt interests in pools of ARM loans. The ARM securities are rated by at leastlone of two nationally recognized
rating agencies, Standard & Poor’s, Inc, or Moody’s Investors Service, Inc. (the “Rémng Agencies”), or issued by
Freddie Mac (“FHLMC”), Fannie Mae (“FNMA”) or Ginnie Mae (“GNMA™). The Kecuritizations result in a series
of rated mortgage securities backed by the ARM loans. The CMO Floaters are mortgage sccurities backed by a pool
of FNMA, FHLMC or GNMA fixed rate mortgage loans the cash flows from which'1 have interest rates that adjust
monthly. As an investor in residential mortgage assets, our net income is generated primarily from the difference
between the interest income we earn on our mortgage assets and the cost of our borfowings (net of hedging
expenses), commonly referred to as the “Net Spread.” Our goal is to maximize the long—lerm sustainable difference
between the yield on our investments and the cost of financing these assets through the following strategies:

+  eaming net interest spread between the yield of mortgage assets we own and the cost to finance such assets;

« focusing on purchasing high credit quality residential mortgage loans through third parties that we believe
can be retained in our portfolio;




« using hedging instruments to better match asset and liability durations;

+ leveraging our portfolio to increase its size with the intent to enhance our returns while at the same time
managing the increased risk of loss associated with this leverage; and

« utilizing hedging strategies that we consider appropriate to minimize exposure to interest rate changes.

We finance the purchases of ARM loans, ARM securities and CMO Floaters (collectively “ARM Assets™) with
equity capital, unsecured debt and short-term borrowings such as repurchase agreements, securitizations resulting in
floating-rate long-term collateralized debt obligations (“CDOs”) and other collateralized financings. For hedging
purposes, and to the extent we feel is necessary, we enter into swap agreements whereby we receive floating rate
payments in exchange for fixed rate payments, effectively converting the borrowings to a fixed rate. We believe our
exposure and risks related to changes in interest rates can be prudently managed through holding ARM Assets and
attempting to match the duration of our liabilities with the duration of our ARM Assets. From a credit risk
perspective, we retain high quality assets and follow strict credit underwriting standards.

Our Mortgage Lending Business (Discontinued Operation)

Until March 31, 2007, we originated mortgage loans through NYMC. Licensed or exempt from licensing in 44
states and the District of Columbia and through a network of 25 full service branch loan origination locations and 22
satellite loan origination locations that were licensed or pending state license approval as of December 31, 2006,
NYMC offered a broad range of residential mortgage products, with a primary focus on prime, or high credit
quality, residential mortgage loans. We sell the fixed-rate loans that we originated to third parties and retain and
either finance in our portfolio selected adjustable-rate and hybrid mortgage loans that we originated or we sell them
to third parties. As of March 2006, we began to sell all loans originated by NYMC in an effort to increase gain on
sale revenue in current periods due to decreased spreads available by holding the loans in portfolio. Our portfolio of
loans is held at the real estate investment trust (“REIT”) level or by a qualified REIT subsidiary (“QRS”). We relied
on our own underwriting criteria with respect to the mortgage loans we retained and relied on the underwriting
criteria of the institutions to which we sell our loans with respect to the loans we intend to sell. In either case, we
directly performed the underwriting of such loans with our own experienced underwriters.

Qur Tax Status

Unlike banks, savings and loans or most mortgage originators, we are structured as a REIT for federal income
tax purposes. We have elected to be taxed as a REIT under Sections 856-860 of the Internal Revenue Code (IRC) of
1986, as amended, commencing with our taxable year ended December 31, 2004, and we operate so as to qualify as
a real estate investment trust (“REIT”) for federal income tax purposes. We hold our investment in ARM Assets
directly or in a QRS. Accordingly, the net interest income we earn on our ARM Assets is generally not subject to
federal income tax as long as we distribute at least 90% of our REIT taxable income in the form of a dividend to our
stockholders each year and comply with various other requirements. Failure to qualify as a REIT would subject the
Company to federal income tax (including any applicable minimum tax) on its taxable income at regular corporate
rates and distributions to its stockholders in any such year would not be deductible by the Company.

NYMOC is our taxable REIT subsidiary (“TRS™). The activities we conduct through NYMC, including
purchasing mortgage loans from and selling mortgage loans sold to third parties, are subject to federal and state
corporate income tax. We may elect to retain any after tax income generated by NYMC, and, as a result, may
increase our consolidated capital and grow our business through retained earnings or distribute all or a portion of our
after-tax NYMC earnings to our stockholders.

Access to our Periodic SEC Reports and Other Corporate [nformation

Our internet website address is www.nymtrust.com. We make available free of charge, through our internet
website, our annual report on Form 10-K, our quarterly repotts on Form 10-Q, current reports on Form 8-K and any
amendments thereto that we file or furnish pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934
as soon as reasonably practicable after we electronically file such material with, or furnish it to, the Securities and
Exchange Commission (the “SEC”). Our Corporate Governance Guidelines and Code of Business Conduct and
Ethics and the charters of our Audit, Compensation and Nominating and Corporate Governance Committees are also
available on our website and are available in print to any stockholder upon request in writing to New York Mortgage
Trust, Inc., c/o Chief Financial Officer and Secretary, 1301 Avenue of the Americas, 7th floor, New York, New
York 10019. Information on our website is neither part of nor incorporated into this annual report on Form 10-K.
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Corporate Governance

We operate our business with a focus on high standards in business practices and professional conduct. The

following are some of the highlights relating to our corporate governance:

Our board of directors is composed of a super-majority of independent
established by the SEC and NYSE, the Audit, Nominating/Governance
composed exclusively of independent directors.

We have adopted a Code of Business Conduct and Ethics and Corporat
to all officers, directors and employees (as well as a supplemental Code
Officers) to promote the highest standard of conduct and ethics in our d
stockholders, vendors, the public and our employees.

QOur Insider Trading Policy prohibits any of the directors, officers or en
buying or selling our stock on the basis of material nonpublic informati

directors. As per guidelines
and Compensation Committees are

e Governance Guidelines that apply
of Ethics for Senior Financial
ealings with our customers,

ployees of the Comipany from
on, and in conjunction with our

Regulation FD policy, prohibits communicating material nenpublic information to others. Trading of our
securities by directors, officers or employees is allowed only during a discreet narrow open period after our
quarterly report on Form 10-Q or annual report on Form 10-K is filed with the SEC.

We have established a formal internal audit function to monitor and tes
controls and procedures as well as the implementation of Section 404 o

corporate governance policies.

Company History

We were formed as a Maryland corporation in September 2003, On January

Mortgage Funding, LLC (“NYMF™) as a wholly-owned subsidiary of our compaj

subsidiary (*QRS”), in which we accumulate mortgage loans that the Company i
we sold 15 million shares of our common stock in an IPO at a price to the public
of approximately $122 million after deducting the underwriters’ discount and ot

with our IPO, we issued 2,750,000 shares of common stock in exchange for the ¢
equity interests of NYMC., Prior to the IPO, we did not have recurring business

Prior to being acquired by us, NYMC’s business strategy was to sell or brok

We have made publicly available, through our website www.nymtrust.c
committees of our Board of Directors (Audit Committee, Compensation
Corporate Governance Committee) and other corporate governance mat
Business Conduct and Ethics, our Corporate Governance Guidelines, ou

the efficiency of our internal
f the Sarbanes-Oxley Act of 2002.

om, the charters of the independent
Committee, Nominating and
erials, including our Code of
ir Insider Trading Policy, and other

9, 2004, we capitalized New York
ny. NYMF is a qualified REIT
ntends to securitize, In June 2004,
of $9.00 per share, for net proceeds
er offering expenses. Concurrent
ontribution to us of 100% of the
perations.

er all of the loans it originated to

third parties and the largest component of NYMC’s net income was generated by the gain on sale of such loans. For

accounting purposes and reporting purposes, the combination of our company an
reverse merger and the related transfer of loans originated by NYMC to us is ace

d NYMC is accounted for as a
unted for as a transfer of assets

between entities under common control. Accordingly, we have recorded assets and liabilities transferred from

NYMC at their carrying amounts in the accounts of NYMC at the date of transfe
statements include the accounts of our Company subsequent to the [PO and also

. The consolidated financial
nclude the accounts of NYMC and

NYMEF prior to the IPO. As a result, our historical financial results prior to the IPO reflect the financial operations of
this prior business strategy of selling virtually all of the loans originated by NYIVIIC to third parties. Furthermore, the
ARM loans we originated and securitized in the securitizations completed in 2005 were recorded at cost with no

gain on sale recognized, as would be the case if sold to third parties. Since our IPO, our business strategy has been to

invest in ARM loans and securitize them to generate net interest income. As a res

the IPO and current financial operations are not necessarily comparable.

Our Industry

With the closing of the transaction under which we sold substantially ali of t
lending platform to Indymac, we are now principally a residential portfolio mana

ult, our historic operations prior to

he assets of the retail mortgage
ger. Our portfolio is comprised of

residential adjustable rate mortgage loans and securities, As of December 31, 2006 approximately 98% of our assets

are rated either “AA” or “AAA” by either Standard & Poor’s or Moody’s, or are
Mae or Freddie Mac. Besides continuing to manage our existing portfolio, our fu
involve the purchase or high quality residential mortgage loans in bulk, and the s

pbligations issued by either Fannie
ure strategy will most likely
ecuritization of same.




Operating Policies, Strategies and Business Segments

Until March 31, 2007, the Company operated two segments, the Mortgage Portfolio Management segment and
the Mortgage Lending segment. Upon the sale of substantially all of its mortgage lending operating assets to
Indymac as of March 31, 2007, the Company exited the morigage lending business and accordingly will no longer
report segment information.

Morigage Portfolio Management

Prior to the completion of our IPO on June 29, 2004, our operations were limited to the mortgage operations
described in the section below entitled “Mortgage Lending.” Beginning in July 2004, we began to implement our
business plan of investing in high quality, adjustable rate mortgage loan securities. Our portfolio management
strategy is to acquire ARM Assets from third parties to hold in our portfolio, fund them using equity capital and
borrowings and to generate net interest income from the difference, or net spread, between the yieid on these assets
and our cost of financing. Prior to March 2006, we invested in ARM Assets originated by NYMC, but have since
ceased this activity in an effort to increase gain on sale revenue due to a reduction in spreads available by holding
loans in portfolio. In order to accomplish this, our:

« acquired ARM Assets are replaced with high-quality mortgage securities ARM loans acquired from third
parties, (and in the past acquired ARM Assets were replaced with ARM loans originated by NYMC);

«  mortgage portfolio management operates with a long-term investment outlook;

+ short-term financing of ARM loans to be securitized is provided by secured warehouse and aggregation
lines; and

« ultimate financing for ARM loans is provided by either issuing collateralized debt obligations or by
repurchase financing facilities.

We seek to have a portfolio consisting of high quality mortgage-backed securities and loans. We believe that
retaining high quality assets in our portfolio helps us mitigate risks associated with market disruptions. Qur
investment guidelines define the following classifications for securities we own:

» category | investments are mortgage-backed securities that are either rated within one of the two highest
rating categories by at least one of the Rating Agencies, or have their repayment guaranteed by FHLMC,
FNMA or GNMA;

» category Il investments are mortgage-backed securities with an investment grade rating of BBB/Baa or
better by at least one of the Rating Agencies; and

« category Il investments are mortgage-backed securities that have no rating from, or are rated below
investment grade by at least one of the Rating Agencies.

The investment policy adopted by our Board of Directors provides, among other things, that:
« o investment shall be made which would cause us to fail to qualify as a REIT;
«  no investment shail be made which would cause us to be regulated as an investment company;

«  at least 70% of our assets will be Category I investments or loans that back or will back such investments;
and

« no more than 7.5% of our assets will be Category L1 investments.

Our Board of Directors may amend or waive compliance with this investment policy at any time without the
consent of our stockholders.

To achieve our portfolio strategy and mitigate risk, we:

«  attempt to maintain a net duration, or duration gap, of one year or less on our ARM portfolio, related
borrowings and hedging instruments;

«  structure our liabilities to mitigate potential negative effects of changes in the relationship between short-
and longer-term interest rates;




» focus on holding ARM loans rather than fixed-rate loans, as we believe we will be adversely affected to a
lesser extent by early repayments due to falling interest rates or a reduction in our net interest income due
to rising interest rates,

Our Board of Directors has also established an investment and leverage committee for the purpose of approving
certain investment transactions and the incurrence of indebiedness. This committee 1s comprised of our co-chief

- - . - |
executive officers, and our chief financial officer. The committee has the authority

to approve, without the need of

further approval of our board of directors, the following transactions from time to time, any of which may be entered

into by us or any of our subsidiaries:

» the purchase and sale of agency and private label mortgage-backed securi
described above;

«  securitizations of our mortgage loan portfolio,
« the purchase and sale of agency debt;
« the purchase and sale of U.S. Treasury securities;
« the purchase and sale of overnight investments;
« the purchase and sale of money market funds;
» hedging arrangements using:
+ interest rate swaps and Eurodollar contracts;
s caps, floors and collars;
« financial futures; and
« options on any of the above; and
» the incurrence of indebtedness using:
« repurchase agreements;
« bank loans, up to an aggregate of $100 million; and

« term repurchase agreements.

Initially, the loans held for investment are funded through warehouse facilities
ultimately finance the loans that we retain in our portfolio through securitization tn
we expect that a vast majority of the resulting mortgage-backed securities will bec
Category L.

The only subordinate classes of mortgage-backed securities that we will hold

ties, subject to the limitations

and repurchase agreements. We
ansactions. Upon securitization,
pme eligible for inclusion in

Category 1l investments) are

subordinate classes that result from securitizations of the mortgage loans in our p01|1folio. We do not seek to acquire
subordinated mortgage-backed securities as investments but instead acquire them anly in connection with our

mortgage loan securitizations or in order to help us meet our asset tests as a REIT.

Cur liabilities are primarily termed repurchase agreements with maturities ranging from one to twelve months.

A significant risk to our operations, relating to our portfolio management, is the ris

k that interest rates on our assets

will not adjust at the same times or amounts that rates on our liabilities adjust. Eve though we have retained and

invested in ARM loans, many of the hybrid ARM loans in our portfolio have fixed
time ranging from two to seven years. We use interest rate swaps to extend the dur
to match the duration of our assets and we use termed repurchase agreements with

rates of interest for a period of
ation of our liabilities to attempt
addered maturities to reduce the

risk of a disruption in the repurchase market. Since we hold primarily ARM Assets|rated AAA and agency securities
(FHLMC or FNMA), we believe we are less susceptible to a disruption in the repurchase market as these types of
securities have typically been eligible for repurchase market financing even when repurchase financing was not

available for other classes of mortgage assets or asset backed bonds.




Morigage Lending (Discontinued Operation)

The origination of mortgage loans through NYMC has a significant impact on our financial results in that:

Loans we originate and sell generate gain on sale income at the TRS.

Certain ARM loans may be held in portfolio rather than be sold, thus reducing current period gain on sale

income.

A majority of the Company’s overhead is associated with the mortgage lending segment.

Any early payment defaults and resulting loss in 2006 will come from our mortgage lending segment

Until March 31, 2007, through NYMC, we originated primarily first mortgages on one-to-four family dwellings
through our retail loan production offices and supplemented this origination production through our internet channel
(www . MortgageLine.com). On February 22, 2007 we closed an asset sale transaction with Tribeca Lending for our
wholesale origination business, and as of that date, no longer originate loans in a wholesale capacity. As of
March 31, 2007, we closed an asset sale transaction with Indymac for substantially all of the operating assets of the
Company’s mortgage lending business and as of that date exited the mortgage lending business.

The following table details the payment stream, loan purpose and documentation type of our mortgage loan
originations for the year ended December 31, 2006:

MORTGAGE LOAN ORIGINATION SUMMARY

For the fiscal year ended December 31, 2006

Dollar

Number Value (in %
of Loans thousands) of Total

Payment Stream
FixedRate. . . ... . ... . . . . . e
FHA/VA . 477 § 78,899 3.1%
Conventional: . ......... .. ... .. .. . i

Conforming . . ... ... ... ... ... . 5,942 1,044,537 41.1%

Conventional Jumbo . .. .......................... 505 318,346 12.5%
Total FixedRate . . ... ... ... .. .. . ... . 6,924 § 1441,782 56.7%
ARMs . .
FHA/NV A . e 12§ 3,423 0.1%
Conventional. . . ... .. .. ... 3,386 1,098,798 43.2%
Total ARMS .. ... .. e 3,398 1,102,221 43.3%
Anmnual Total. . . ... ... . .. e 10,322 § 2,544,003 100.0%
Loan Purpaose
Conventional. , .., ... ..., . ... i, 9833 § 2.461,681 96.8%
FHA/NVA . . 489 82,322 3.2%
Total. ..o 10,322  $§ 2,544,003 100.0%
Documentation Type
Full Documentation. . ... ... ... . 5317 § 1,265,453 49.7%
Stated Income . . . ... .. 2,167 610,235 24.0%
Stated Income/Stated Assets. . .. ... ... 1,259 293,454 11.5%
NoDocumentation. . . ............ ..t 925 231,244 9.1%
NoRatio. . ... . . . e 445 101,868 4.0%
Stated ASSets. . ... ... e e 15 2,329 0.1%
Other . ... e 194 39,420 1.6%
Total. . . . e e e 10,322  § 2,544,003 100.00%




Retail Loan Origination

Our loan origination strategy is predominantly retail, referral-based, mortgage banking. Our loan officers rely
primarily on the various relationships they have established with their clientele, realtors, attorneys and others who
routinely interact with those who may need mortgage financing. Retail loan origination allows us to provide a
variety of attractive and innovative mortgage products at competitive rates. Unlike many banks and financial
institutions which focus solely on loan products to retain in their portfolios, we offer a wide range of products —
products that we have retained in the past and may retain in portfolio in the futuré, and products that we will sell to
third parties if such loans do not meet our investment parameters.

Because we are predominately referral-based, our cost of sourcing potential tetail clients, we believe, is less
than an organization that relies heavily on concentrated broadcast, print or internet media advertising. By
eliminating intermediaries between the borrower and us, we can both originate high quality mortgage loans for
retention in our portfolio at attractive yields or offer loans that may be sold to thitd parties, while at the same time
offering our customers a variety of mortgage products at competitive rates and fees.

On March 31, 2007, we closed an asset sale transaction with Indymac for su!)stantially all of the operating
assets of our retail mortgage lending business and as of that date we have exited the mortgage lending business.

Wholesale Loan Origination

Qur wholesale lending strategy has historically been a small component of our loan origination operations. Our
wholesale tending business was driven by a network of non-affiliated wholesale !oan brokers and mortgage lenders
who submitted loans to us. We maintained relationships with these wholesale brokers and, as with retail loan
originations, underwrote, processed, and funded wholesale loans through our centralized facilities and processing
systems. In order to further diversify our origination network, during 2005, we e:'&panded our wholesale loan
origination capacity with the creation of a division specifically for wholesale loah originations.

On February 22, 2007, we closed an asset sale transaction with Tribeca Lending for our wholesale origination
business, and as of that date, no longer originate loans in a wholesale capacity.

Correspondent Lending

Until March 31, 2007, through our correspondent lending channels, from time to time we acquired bulk
mortgage loan packages from Company-approved correspondent lenders. To date these purchases have been to
supplement loans put into our securitizations. We reviewed our correspondents for the soundness of their in-house
mortgage lending procedures and their ability to fulfill their representations and Warranties to us. Generally, loans
acquired from correspondents were originated according to the correspondents’ product specifications and
underwriting guidelines that we have approved and accepted.

A full loan collateral review of each loan file, was performed to assess note and mortgage documentation
sufficiency and compliance, to verify product quality and compliance with our ifvestment guidelines, we performed
a full review of substantially all moderate to high credit risk loans.

Underwriting

Historically, NYMC’s underwriting philosophy has been to underwrite loans according to the guidelines
established by the available purchasers of its loans. However, the Company undérwrites to its own guidelines select
ARM loans it retains for its investment portfolio. We believe that proper undem}riting for such loans was critical to
managing the credit risk inherent in a loan portfolio.

Typically, mortgage underwriting guidelines provide a framework for determining whether a proposed
mortgage loan to a potential borrower will be approved. The key points in this framework are the borrower’s credit
scores and other indications of the borrower’s ability and willingness to repay the loan, such as the borrower’s
employment and income, the amount of the borrower’s equity in and the value of the borrower’s property securing
the loan, the borrower’s debt to income and other debt ratios, the loan to value (LTV") of the loan, the amount of
funds available to the borrower for closing and the borrower’s post-closing liquidity.

Until March 31, 2007 when the Company exited the mortgage lending business, they Company followed the
underwriting guidelines established by available purchasers with respect to the loans we intend to sell. Furthermore,




for mortgage loans we have retained in the past, the Company followed a specific underwriting methodology based
on the following philosophy -— first evaluate the borrower’s ability and willingness to repay the loan, and then
evaluate the vatue of the property securing the loan. Our strategy has been to only retain mortgage loans that we
believed had low risk of default and resultant loss. As underwriting basically seeks to predict future borrower
payment patterns and ability based on the borrower’s history and current financial information and the lender’s
ability to be made whole in the future through foreclosure in the event a default does occur, no assurance can be
made that every loan originated or purchased will perform as anticipated. In March 2006, we ceased our practice of
retaining loans originated by NYMC to hold in our portfolio and as of March 31, 2007 we exited the mortgage
lending business.

The key aspects of our underwriting guidelines were as follows:

Borrower—In evaluating the borrower’s ability and willingness to repay a loan, we reviewed and analyzed the
following aspects of the borrower: credit score, income and its source, employment history, debt levels in revolving,
instaliment and other mortgage loans, credit history and use of credit in the past, and finally the abiiity and/or
willingness to provide verification for the above. Credit scores, credit history, use of credit in the past and
information as to debt levels can be typically obtained from a third party credit report through a credit repository.
Those sources were used in all cases, as available. In certain cases, borrowers had little or no credit history that can
be tracked by one of the primary credit repositories. In these cases, the reason for the lack of history was considered
and taken into account. In our experience, more than 95% of prospective borrowers have accessible credit histories.
In other cases borrowers are not required, per the loan program, to provide proof of either their stated incomes and
or stated assets as found on their mortgage applications. These loan types can make assessment of the borrower’s
credit profile more difficult.

Property—In evaluating a potential property to be used as collateral for a mortgage loan, we consider all of the
following aspects of the property: the loan balance versus the property value, or LTV, the property type, how the
property will be occupied (a primary residence, second home or investment property), if the property’s apparent
value is supported by recent sales of similar properties in the same or a nearby area, any unique characteristics of the
property and our confidence in the above data and their sources.

Other Considerations—Qther considerations that impact our decision regarding a borrower’s loan application
include the borrower’s purpose in requesting the loan (purchase of a home as opposed to cashing equity out of the
home through a refinancing for example), the loan type (adjustable-rate, including adjustment periods and loan life
rate caps, or fixed-ratg), and any items unique to a loan that we believe could affect credit performance.

In addition, we worked with nationally recognized providers of appraisal, credit, and title insurance. We
oversaw the activities of these service providers through on-site visits, report monitoring, customer service surveys,
post-closing quality control, and periodic direct participation and conversations with our customers. A significant
amount of our settlement services were performed by in-house professionals, We maintained an extensive quality
control review process that was contracted with a third party in order to verify that selected loans werc properly
underwritten, executed and documented. All loans retained in portfolio and a selection of other loans sold to third
parties were reviewed for quality control.

Our Loan Origination Financing Strategy

We financed our loan originations utilizing warehouse agreements as well as other similar financing
arrangements, The agreements are each renewable annually, but are not committed, meaning that the counterparties
to the agreements may withdraw access to the credit facilities at any time.

Warehouse Facilities—Non-depository mortgage lenders, such as NYMC, typically rely on credit facilities for
capital needed to fund new mortgage loans. These facilities are typically lines of credit or master repurchase
agreements from other financial institutions that the mortgage banker can draw from in order to fund new mortgage
loans. These facilities are referred to as warehouse lines or warehouse facilities.

Warehouse lines are typically collateralized loans made to mortgage bankers that in turn pledge the resulting
loans to the warehouse lender. Third-party mortgage custodians, usually large banks, typically hold the mortgage
loans, including the notes, mortgages and other important loan documentation, for the benefit of the mortgage lender
who is deemed to own the loan and, if there is a default under the warehouse line, for the benefit of the warchouse
lender.




As of December 31, 2006 we had a $250 million warehouse facility with Greenwich Capital Financial Products,

Inc, a $200 million warehouse facility with Credit Suisse First Boston Mortgage
master repurchase agreement with Deutsche Bank Structured Products, Inc. The

Capital, LLC, and a $300 million
Deutsche Bank facility became

operational in January 2006 and has expired on March 26, 2007. The Greenwich; Capital facility has expired as of

February 4, 2007.

Loan Servicing

Loan servicing is the administration function of a mortgage loan whereby an entity collects monthly payments
from a mortgage borrower and disburses those funds to the appropriate parties. Lhe servicer has to account for all

payments, maintain balances in certain accounts for each loan, maintain escrow
insurance, remit the correct amount of principal and interest monthly to the hold
foreclosures as required.

Any loans that we originated and retained for our portfolio have their servic
Savings Bank (“Cenlar’), a wholesale bank specializing in mortgage sub-servici
arrangement, Cenlar acts as an intermediary between us and the borrower. It col
handles accounting and remittance of the payments, handles escrow accounts an
retained loans arc securitized, Cenlar continues to service those loans and report
servicer, as appropriate.

ccounts for real estate taxes and
er of the loan and handle

ng handled by Cenlar Federal

hg nationwide. Under this

ects payments from borrowers,

d does certain tax reporting. As our
; to the securities trustee or master

For a loan originated and sold to third parties, the servicing rights are sold upon the sale of the loan. We may
choose to own in NYMC, for periods usually not more than 90 days, certain loans designated as held for sale to third
partics in order to increase earnings. In these cases, we believe there is a large enough spread between the mortgage
loan interest rate and the interest rate paid on the applicable warehouse line to make any additional risk in carrying
those loans on our balance sheet worthwhile. In these cases, and during the interim period between the time we fund
(and subsequently own) a loan and sell the loan to a third party, we service loang through Cenlar as well.

Loan servicing provided by Cenlar is provided on a private label basis, mea
identify themselves as being our representatives and correspondence regarding |
benefit to us of this arrangement is that we pay for loan services as we use them

ning that Cenlar employees will
pans is on our [etterhead. The
without a significant investment in

petsonnel, systems and equipment. In addition, since Cenlar sub-services on our behalf and reports directly to us, we

are quickly made aware of any customer wishing for an early payoff of their loa

n through refinancing or sale of their

home. As a result, we can quickly respond to customer needs and make immediate efforts reestablishing customer

contact in order 1o capture the potential payoff of a customer’s loan with anothe
modification or new purchase mortgage) that suits their needs.

CAUTIONARY NOTE REGARDING FORWARD-LOOKI

This Annual Report on Form 10-K contains certain forward-looking statem

 loan product (potential refinancing,

NG STATEMENTS

ents. Forward looking statements are

those which are not historical in nature. They can often be identified by their inclusion of words such as “will,”

LI

“anticipate,” “estimate,” “should,” “expect,” “believe,” “intend” and similar exp

ressions. Any projection of

revenues, eamings or losses, capital expenditures, distributions, capital structure or other financial terms is a

forward-looking statement. Certain statements regarding the following particula

+ our business strategy;

+ the potential consummation of the disposition of each of our retail and
businesses;

« our consideration of strategic options, including the possible sale or me
under a passive REIT business model;

« future performance, developments, market forecasts or projected divid

+  projected capital expenditures.

It is important to note that the description of our business in general and ou
mortgage-backed securities holdings in particular, is a statement about our oper
It is not meant to be construed as an investment policy, and the types of assets o
use, the liabilities we incur and other characteristics of our asscts and liabilities
change without notice.
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rly are forward-looking in nature:

wholesale mortgage lending
rger of NYMT or raising capital

ends; and

r investment in mortgage loans and
ations as of a specific point in time.
e hold, the amount of leverage we
are subject to reevaluation and




Our forward-looking statements are based upon our management’s beliefs, assumptions and expectations of our
future operations and economic performance, taking into account the information currently available to us. Forward-
looking staternents involve risks and uncertainties, some of which are not currently known to us that might cause our
actual results, performance or financial condition to be materially different from the expectations of future results,
performance or financial condition we express or imply in any forward-looking statements. Some of the important
factors that could cause our actual results, performance or financial condition to differ materially from expectations
are:

s+ our proposed portfolio strategy may be changed or modified by our management without advance notice to
stockholders, and that we may suffer losses as a result of such modifications or changes;

« risks associated with the availability of liquidity;
» risks associated with the use of leverage;
«  risks associated with non-performing assets;

+ interest rate mismatches between our mortgage-backed securities and our borrowings used to fund such
purchases;

« changes in interest rates and mortgage prepayment rates;

+ effects of interest rate caps on our adjustable-rate mortgage-backed securities;

o+ the degree to which our hedging strategies may or may not protect us from interest rate volatility;
+ potential impacts of our leveraging policies on our net income and cash available for distribution;

« our board’s ability to change our operating policies and strategies without notice to you or stockholder
approval,

» the other important factors described in this Annual Report on Form 10-K, including those under the
captions “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” “Risk
Factors,” and “Quantitative and Qualitative Disclosures about Market Risk.”

We undertake no obligation to publicly update or revise any forward-looking statements, whether as a result of
new information, future events or otherwise. In light of these risks, uncertainties and assumptions, the events
described by our forward-looking events might not occur. We qualify any and all of our forward-looking statements
by these cautionary factors. In addition, you should carefully review the risk factors described in other documents
we file from time to tite with the Securities and Exchange Commission, including the Company’s registration
statement on Form S-3 (File No. 333-127400).

This Annual Report on Form 10-K contains market data, industry statistics and other data that have been
obtained from, or compiled from, information made available by third parties. We have not independently verified
their data.

Competition

When we invest in mortgage-backed securities, mortgage loans and other investment assets, we compete with a
variety of institutional investors, including other REITs, insurance companies, mutual funds, hedge funds, pension
funds, investment banking firms, banks and other financial institutions that invest in the same types of assets. As we
seek to expand our business, we face a greater number of competitors, many of whom are well-cstablished in the
markets we seek to penetrate. Many of these investors have greater financial resources and access to lower costs of
capital than we do. The existence of these competitive entities, as well as the possibility of additional entities
forming in the future, may increase the competition for the acquisition of mortgage assets, resulting in higher prices
and lower yields on assets.

Personnel

As of December 31, 2006, we employed 616 people. Of this number, 327 were loan officers dedicated to
originating loans.

As part of the sale of the wholesale lending business, Tribeca Lending hired approximately 62 ;:mployees.




Upon the sale of the retail mortgage lending platform and related assets to Indymac, substantially all retail

mortgage lending related employees were hired by Indymac.

As of the completion of these two transactions, we will employ approximately 40 people.

Certain Federal Income Tax Considerations and Qur Status as a REIT

We have elected to be taxed as a REIT under the federal income tax laws. As such, we operate in such a manner
as to qualify for taxation as a REIT under the federal income tax laws, and we intend to continue to operate in such a
manner, but no assurance can be given that we will operate in a manner so as to qualify or remain qualified as a

REIT.

As a REIT, we generally.will not be subject to federal income tax on the REIT taxable income that we distribute

to our stockholders, but taxable income generated by NYMC, our taxable REIT

ubsidiary, is subject to regular

corporate income tax. The benefit of REIT tax status is a tax treatment that avoids “double taxation,” or taxation at
both the corporate and stockholder levels, that generally applies to distributions by a corporation to its stockholders.

Summary Requirements for Qualification

QOrganizational Requirements

A REIT is a corporation, trust, or association that meets each of the following requirements:

1) It is managed by one or more trustees or directors.

2) Its beneficial ownership is evidenced by transferable shares, or by transferable certificates of

beneficial interest.

3) It would be taxable as a domestic corporation, but for the REIT provisions of the federal income tax

laws.

4) It is neither a financial institution nor an insurance company subject to special provisions of the

federal income tax laws.

. 5} At least 100 persons are beneficial owners of its shares or ownership certificates.

6} Not more than 50% in value of its outstanding shares or ownership certificates is owned, directly or
indirectly, by five or fewer individuals, which the federal income tax laws define to include certain entities,

during the last half of any taxable year.

7) It elects to be a REIT, or has made such election for a previous taxable year, and satisfies all
relevant filing and other administrative requirements established by the IRS that must be met to elect and

maintain REIT status.

assets.

We must meet requirements 1 through 4 during our entire taxable year and must meet requirement 5 during at
least 335 days of a taxable year of 12 months, or during a proportionate part of a taxable year of less than 12 months.

Qualified REIT Subsidiaries. A corporation that is a “qualified REIT subsidiary” is not treated as a corporation

separate from its parent REIT. All assets, liabilities, and items of income, deducti

subsidiary™ are treated as assets, liabilities, and items of income, deduction, and ¢
REIT subsidiary” is a corporation, all of the capital stock of which is owned by the REIT. Thus, in applying the

requirements described herein, any “qualified REIT subsidiary™ that we own will

liabilities, and items of income, deduction, and credit of such subsidiary will be treated as our assets, liabilities, and

items of income, deduction, and credit.

Taxable REIT Subsidiaries. A REIT is permitted to own up to 100% of the sl(i\ck of one or more “taxable REIT
subsidiaries,” or TRSs. A TRS is a fully taxable corporation that may eam income, that would not be qualifying
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8) It meets certain other qualification tests, described below, regarding the nature of its income and

Tn, and credit of a “qualified REIT
edit of the REIT. A “qualified

be ignored, and all assets,




income if earned directly by the parent REIT. Overall, no more than 20% of the value of a REIT’s assets may
consist of stock or securities of one or more TRSs.

A TRS will pay income tax at regular corporate rates on any income that it earns. In addition, the TRS rules
limit the deductibility of interest paid or accrued by a TRS to its parent REIT to assure that the TRS is subject to an
appropriate level of corporate taxation. We have elected for NYMC to be treated as a TRS. NYMC is subject to
corporate income tax on its taxable income, which is its net income from loan originations and sales.

Qualified REIT Assets

On the last day of each calendar quarter, at least 75% of the value of our assets (which includes any assets held
through a qualified REIT subsidiary) must consist of qualified REIT assets — primarily, real estate, morigage loans
secured by real estate, and certain mortgage-backed securities (“Qualified REIT Assets™), government securities,
cash, and cash items. We believe that substantially all of our assets are and will continue to be Qualified REIT
Assets. On the last day of each calendar quarter, of the assets not included in the foregoing 75% asset test, the value
of securities that we hold issued by any one issuer may not exceed 5% in value of our total asscts and we may not
own more than 10% of the voting power or value of any one issuer’s outstanding securities (with an exception for
securities of a qualified REIT subsidiary or of a taxable REIT subsidiary). In addition, the aggregate value of our
securities in taxable REIT subsidiaries cannot exceed 20% of our total assets. We monitor the purchase and holding
of our assets for purposes of the above asset tests and seek 1o manage our portfolio to comply at all times with such
tests.

We intend to limit substantially all of the assets that we acquire to Qualified REIT Assets. Our strategy to
maintain REIT status may limit the type of assets, including hedging contracts and other assets that we otherwise
might acquire.

We may from time to time hold, through one or more taxable REIT subsidiaries, assets that, if we held them
directly, could generate income that would have an adverse effect on our qualification as a REIT or on certain
classes of our stockholders.

Gross Income Tests
We must meet the following separate income-based tests each year:

1. The 75% Test. At least 75% of our gross income for the taxable year must be derived from Qualified
REIT Assets. Such income includes interest (other than interest based in whole or in part on the income or
profits of any person) on obligations secured by mortgages on real property, rents from real property, gain
from the sale of Qualified REIT Assets, and qualified temporary investment income or interests in real
property. The investments that we have made and intend to continue to make will give rise primarily to
mortgage interest qualifying under the 75% income test.

2. The 95% Test. At least 95% of our gross income for the taxable year must be derived from the
sources that are qualifying for purposes of the 75% test, and from dividends, interest or gains from the sale
or disposition of stock or other assets that are not dealer property.

Distributions

We must distribute to our stockholders on a pro rata basis each year an amount equal to at least (i) 90% of our
taxable income before deduction of dividends paid and excluding net capital gain, plus (ii} 90% of the excess of the
net income from foreclosure property over the tax imposed on such income by the Internal Revenue Code, less (iii)
any “excess non-cash income.” We have made and intend to continue to make distributions to our stockholders in
sufficient amounts to meet the distribution requirement for REIT qualification.




Item 1A. Risk Factors

An investment in our securities involves various risks. You should carefully
and the various other factors identified in or incorporated by reference into any

Securities and Exchange Commission before making an investment decision invo
discussed herein can adversely affect our business, liguidity, operating results, p

gonsider the following risk factors
ther documents filed by us with the
lving our securities. The risks
rospects, and financial condition.

This could cause the market price of our securities to decline and could cause yvou to lose all or part of your
investment. The risk factors described below are not the only risks that may aﬁ"eélt us. Additional risks and
uncertainties not presently known fo us also may adversely affect our business, liquidity, operating results,

prospects, and financial condition.

Holding loans for sale or securitization requires a significant amount of cash
wihtich if nor available, could cause our business and financial performance to

By holding loans pending sale or securitization, we may also require cash in

elect to not fund the entire principal balance of our loans, or if our loans are fina

our warehouse lines, or decline in value, we may need cash to reduce our borrow
to the permitted level. We also need cash to fund or satisfy, as the case may be, g

r warehouse facility capacity
be significantly harmed.

the event our warehouse facilities
1ced past the permitted term under
ings under the warehouse facilities
ur working capital, financial

covenants in our warehouse facilities and other needs. We finance the majority of the loans we hold for sale or

securitization by borrowing from our warehouse facilities and pledging the loans
the loans we pledge as collateral declines, we may need cash to offset any declin

Our primary sources of cash consist of:
+  borrowings, including under our warehouse facilities;
s our net interest income;

the proceeds from the sale of our loans; and

net proceeds from the sale of our securities.

It is possible that our warchouse tenders could experience changes in their a

independent of our performance or the performance of our loans. In addition, if
imposed on our lenders change, our lenders may be required to increase signific
that they provide to us.

As of December 31, 2006, we financed substantiatly all of our loan originat
Each of these facilities may be terminated by the lender upon an event of defaul

periods. As of December 31, 2006, the aggregate balance outstanding under thes

$173.0 million. As of April 1, 2007, we have exited the mortgage lending busin
two of our three warehouse facilities. [f we are not able to renew this remaining
new financing on terms acceptable to us, or if we default on our covenants or ar
under this facility, we may not be able to continue to finance mortgage loans he
material adverse effect on our business, financial condition, liquidity and results
ended December 31, 2006, we determined that we were not in compliance with

made as collateral. If the value of
e in value.

bility to advance funds to us,
he regulatory capital requirements
antly the cost of the lines of credit

ons through warehouse facilities.

, subject in some cases to cure

e facilities was approximately

s and accordingly have terminated
warehouse facility or arrange for

e otherwise unable to access funds
d for sale, which would have a

of operations. During the year
certain of these financial covenants

(primarily profitability and total net worth covenants). We received waivers froén all lenders concerning such non-
compliance. If we fail to comply with financial covenants in any of our warehouse facility in the future and are not

able to cure the non-compliance or obtain the necessary waivers, this facility md

y be terminated by the lender.

We generally fund less than 100% of a loan balance with warehouse debt, r
extent the originated balance is not funded by the warehouse facility. This fundi
on loans financed under warehouse facilities. The longer loans remain funded b
warchouse lenders require us to advance against the loans. In addition, our ware
on deposit a cash margin against funded loans based upon the loan’s estimated

equiring us to invest cash to the
ng shortfall ranges from 0% to 2%

a warehouse facility the more our
house lenders will require us to have
arket value.

The market for any senior or subordinate securities we issue through securitizations could become temporarity
illiquid or trade at steep discounts, thereby reducing the cash flow we receive over time from our loans subject to the

securities. In addition, our operating cash flow could be reduced if we sell mor
premium or at lower premiums. Cash flows from principal repayments could be
or should credit quality trends deteriorate (in the latter case since, for certain of]
for us to receive cash flows).
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loans at a discount than at a
reduced should prepayments slow
our assets, credit tests must be met




In the event that our liquidity needs exceed our access to liquidity, we may need to sell assets at an inopportune
time, thus reducing our earnings. Adverse cash flow could threaten our continued ability to satisfy the income and
asset tests necessary 1o maintain our status as a REIT or our solvency.

Risks Related to Our Business and Our Company

Our common stock could be delisted by the New York Stock Exchange if we do not comply with its continued
listing standards. )

Qur common stock is listed on the New York Stock Exchange, or NYSE. Under the NYSE’s current listing
standards, we are required to have market capitalization or shareholders’ equity of more than $25 million in order to
maintain compliance with continued listing standards. As of March 28, 2007, our market capitalization was
approximately $42.7 million. We cannot assure you that we can continue to comply with the listing procedures and
that the NYSE will maintain our listing in the future. In the event that our common stock is delisted by the NYSE, or
if it becomes apparent to us that we will be unable to meet the NYSE’s continued listing criteria in the foreseeable
future, we will seek to have our stock listed or quoted on another national securities exchange or quotation system.
However, we cannot assure you that, if our common stock is listed or quoted on such other exchange or system, the
market for our common stock will be as liquid as it has been on the NYSE. As a result, if we are delisted by the
NYSE or transfer our listing to another exchange or quotation system, the market price for our common stock may
become more volatile than it has been historically.

Delisting of our common stock would likely cause a reduction in the liquidity of an investment in our common
stock. Delisting also could reduce the ability of holders of our common stock to purchase or sell our securities as
quickly and inexpensively as they would have been able to do had our common stock remained listed. This lack of
liquidity also could make it more difticult for us to raise capital in the future.

We may experience a decline in the market value of our assets.

The market value of the interest-bearing assets that we have acquired and intend to continue to acquire, most
notably mortgage-backed securities and originated or purchased residential mortgage loans and any related hedging
instruments, may move inversely with changes in interest rates. We anticipate that increases in interest rates will
tend to decrease our net income. A decline in the market value of our investments may limit our ability to borrow or
result in lenders requiring additional collateral or initiating margin calls under our repurchase agreements. As a
result, we could be required to sell some of our investments under adverse market conditions in order to maintain
liquidity. If such sales are made at prices lower than the amortized costs of such investments, we will incur losses. A
default under our repurchase agreements could also result in the liquidation of the underlying investments used as
collateral and result in a loss equal to the difference between the value of the collateral and the amount owed under
our repurchase agreements.

If we are unable to leverage our equity to the extent we currently anticipate, the returns on our portfolio could be
diminished, which may limit or eliminate our ability to make distributions to our stockholders.

[f we are limited in our ability to leverage our asscts, the returns on our portfolio may be harmed. A key element
of our strategy is our use of leverage to increase the size of our portfolio in an attempt to enhance our returns, As of
December 31, 2006, our leverage ratio, defined as total financing facilities less subordinated debentures outstanding
divided by total stockholders’ equity plus subordinated debentures at December 31, 2006 was 10 to 1. Our
repurchase agreements are not currently committed facilities, meaning that the counterparties to these agreements
may at any time choose to restrict or eliminate our future access to the facilities and we have no other committed
credit facilities through which we may leverage our equity. If we are unable to leverage our equity to the extent we
currently anticipate, the returns on our portfolio could be diminished, which may limit or eliminate our ability to
make distributions to our stockholders.

We currently leverage our equity, which will exacerbate any losses we incur on our current and future
investments and may reduce cash available for distribution to our stockholders.

We currently leverage our equity through borrowings, generally through the use of repurchase agreements, bank
credit facilities, securitizations, including the issuance of collateralized debt securities, which are obligations issued
in multiple classes secured by an underlying portfolio of securities, and other borrowings. The amount of leverage
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we incur varies depending on our ability to obtain credit facilities and our {enders
portfolio’s cash flow. The return on our investments and cash available for distrih
reduced to the extent that changes in market conditions cause the cost of our ﬁnaqlcing to increase relative to the

income that can be derived from the assets we hold in our portfolio. Further, the 1
exacerbate any losses we incur.

Our debt service payments will reduce the net income available for distributi
not be able to meet our debt service obligations and, to the extent that we cannot,

our assets to foreclosure or sale to satisfy our debt obligations. We currently lever

agreements. A decrease in the value of the assets may lead to margin calls which
have experienced normal course of business margin calls primarily related to the
significant decreases in asset valuation could lead to increased margin calls. We n
satisfy any such margin calls. We have a target overall leverage amount of 8 to 13
established limitation, other than may be required by our financing arrangements,
aggregaie amount of our borrowings.

Interest rate fluctuations may cause losses.

We believe our primary interest rate exposure relates to our mortgage loans,
variable-rate debt, as well as the interest rate swaps and caps that we utilize for ri

” estimates of the value of our
ution to our stockholders may be

everage on our equity may

ons to our stockholders. We may
we risk the loss of some or all of
age through repurchase

we will have to satisfy. While we
changing interest rate environment,
nay not have the funds available to
times our equity, but there is no
on our leverage ratio or on the

ortgage-backed securities and
k management purposes. Changes

in interest rates may affect our net interest income, which is the difference between the interest income we earn on

our interest-earning assets and the interest expense we incur in financing these as
interest rates also can affect our ability to acquire mortgage loans or mortgage-ba
assets and our ability to realize gains from the sale of such assets. In a period of ri

ets. Changes in the level of
ked securities, the value of our
ing interest rates, our interest

expense could increase while the interest we earn on our assets would not changeias rapidly. This would adversely

affect our profitability.

Our operating results depend in large part on differences between income rec
losses, and our financing costs, We anticipate that in most cases, for any period d
match-funded, the income from such assets will adjust more slowly to interest rat
borrowings. Consequently, changes in interest rates, particularly short-term intere
influence our net income. We anticipate that increases in interest rates will tend t
rate fluctuations resulting in our intercst expense exceeding our interest income w

us and may limit or eliminate our ability to make distributions to our stockholders,

We have a limited operating history with respect to securitizing mortgage loans
morigage securities and we may not-be able to complete loan securitizations in

ived from our assets, net of credit
ring which our assets are not
fluctuations than the cost of our

t rates, may significantly
decrease our net income. Interest
uld result in operating losses for

r managing a portfolio of
e future on favorable terms, or

at all, the result of which would have a material adverse effect on our results ofoperations and limit our ability 1o

make cash available for distribution to our stockholders.

Historically, NYMC’s business has consisted of the origination and sale of mortgage loans of all types, with a
particular focus on prime adjustable- and fixed-rate, first lien, residential purchase mortgage loans. Our strategy
includes building a leveraged portfolio of residential mortgage loans comprised of prime adjustable-rate mortgage
loans, including hybrid adjustable-rate loans that have an initial fixed-rate period, jand other qualifying loans or
securities. We have a limited history with respect to securitizing mortgage loans or managing a portfolio of
mortgage securities, having completed just four securitizations and having manageéd an investment portfolio of
mortgages and mortgage securities commencing only afier the completion of our initial public offering in June 2004,

Our ability to complete securitizations in the future on favorable terms will depen
including the experience and ability of our management team, conditions in the se
conditions in the mortgage-backed securities market specifically, the performance
loans and our ability to obtain leverage. In addition, poor performance of any pool

upon a number of factors,
curities markets generally,

of our portfolio of securitized
of loans we do securitize could

increase the expense of any subsequent securitization we bring to market. Accordingly, a decline in the

securitization market or a change in the market’s demand for our shares of commag
adverse effect on our results of operations, financial condition and business prospdg
efficiently the adjustable-rate and hybrid mortgage loans that we acquire, then our
investment in those loans would decline, which would lower our earnings for the t
portfolio. We cannot assure you that we will be able to complete loan securitizatio
terms, or at all.
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Excessive supply of or reduced demand for mortgage-backed securities in the market for these securities may
cause the market to require a higher yield on our mortgage-backed securities and thereby cause a decline in the
value of our portfolio.

The mortgage-backed securities we own, or will own, are also subject to spread risk. The majority of these
securities are, or will be, adjustable-rate securities valued based on a market credit spread to U.S. Treasury security
yields. Tn other words, their value is dependent on the yield demanded on such securities by the market based on
their credit relative to U.S. Treasury securities. Excessive supply of such securities combined with reduced demand
will generally cause the market to require a higher yield on such securities, resulting in the use of a higher or wider
spread over the benchmark rate (usually the applicable U.S. Treasury security yield) to value such securities. Under
such conditions, the value of our securities portfolio will tend to decline. Conversely, if the spread used to value
such securities were to decrease or tighten, the value of our securities portfolio will tend to increase. Such changes in
the market value of our portfolio could adversely affect our net equity, net income or cash flow directly through
their impact on unrealized gains or losses on available-for-sale securities, and therefore our ability to realize gains
on such securities, or indirectly through their impact on our ability to borrow and access capital, all of which could
adversely affect our results of operations and ability to make cash distributions to our stockholders.

In addition, upward shifts in the U.S. Treasury yield curve, which represents the market’s expectations of future
interest rates, would generally cause investors to demand a higher yield on our mortgage-backed securities. Such
events would affect our portfolio, financial position and results of operations in a manner similar to those described
above.

Loan prepayment rates may increase, adversely affecting yields on our planned investments.

The value of the assets we have acquired and intend to continue to acquire may be affected by prepayment rates
on mortgage loans. Prepayment rates on mortgage loans are influenced by changes in current interest rates and a
variety of economic, geographic and other factors beyond our control, and consequently, such prepayment rates
cannot be predicted with certainty. In periods of declining mortgage loan interest rates, prepayments on mortgage
loans generally increase. If general interest rates decline as well, the proceeds of such prepayments received during
such periods are likely to be reinvested by us in assets with lower yields than the yields on the assets that were
prepaid. In addition, the market value of any mortgage assets may, because of the risk of prepayment, benefit less
than other fixed-income securities from declining interest rates. Conversely, in periods of rising interest rates,
prepayments on mortgage loans generally decrease, in which case we would not have the prepayment proceeds
available to invest in assets with higher yiclds. Under certain interest rate and prepayment scenarios, we may fail to
recoup fully our cost of acquisition of certain investments.

Our hedging transactions may limit our gains or result in losses.

We use derivatives, primarily interest rate swaps and caps, to hedge our liabilities and this has certain risks,
including the risk that losses on a hedging transaction will reduce the amount of cash available for distribution to our
stockholders and that such losses may exceed the amount invested in such instruments. Our board of directors has
adopted a general policy with respect to the use of derivatives, and which generally allows us to use derivatives
when we deem appropriate for risk management purposes, but does not set forth specific guidelines. To the extent
consistent with maintaining our status as a REIT, we may use derivatives, including interest rate swaps and caps,
options, term repurchase contracts, forward contracts and futures contracts, in our risk management strategy to limit
the effects of changes in interest rates on our operations. However, a hedge may not be effective in eliminating the
risks inherent in any particular position. Our profitability may be adversely affected during any period as a result of
the use of derivatives in a hedging transaction.

The morigage loans we typically invest in and the mortgage loans underlying the morigage-backed securities we
typically invest in are subject to risks of delinquency, foreclosure and loss, which could result in losses to us.

Residential mortgage loans are secured by residential properties and are subject to risks of delinquency and
foreclosure, and risks of loss. The ability of a borrower (o repay a loan secured by residential property typically is
dependent primarily upon the income or assets of the borrower, but also may be affected by property location and
condition, competition and demand for comparable properties, changes in zoning laws, environmental
contamination, changes in national, regional or local economic conditions, declines in regional or local real estate
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values, increases in interest rates, real estate tax rates, changes in governmental ry
God, terrorism, social unrest and civil disturbances.

In the event of any default under a mortgage loan held directly by us, we will
the extent of any deficiency between the value of the collateral that we can realize
principal and accrued interest of the mortgage loan. In the event of the bankruptcy
mortgage loan to such borrower will be deemed to be secured only to the extent o

les and regulations and acts of

bear a risk of loss of principal to
upon foreclosure and sale and the
of a mortgage loan borrower, the
f the value of the underlying

collateral at the time of bankruptcy (as determined by the bankruptcy court), and

e lien securing the mortgage loan

will be subject to the avoidance powers of the bankruptey trustee or debtor-in-possession to the extent the lien is

unenforceable under state law. Foreclosure of a mortgage loan can be an expensi

and lengthy process. The

occurrence of an event of default or foreclosure could have a material adverse effect on our cash flow from
operations and could limit the amount we have available for payment of our debt obligations and distribution to our

stockholders. In addition, residential mortgage-backed securities evidence interes
residential mortgage loans. Accordingly, the mortgage-backed securities we typic
the risks of the underlying mortgage loans,

Our directors have approved bread investment guidelines for us and do not app)

Our board of directors has given us substantial discretion to invest in accorda
guidelines. Our board of directors periodically reviews our investment guidelines

in or are secured by pools of
3lly invest in are subject to all of

rove each investment we make.

nce with our broad investment
and our portfolio. However, our

board of directors does not review each proposed investment. In addition, in conducting periodic reviews, our

directors rely primarily on information provided to them by our executive officers
into by us may be difficult or impossible to unwind by the time they are reviewed

substantial discretion within our broad investment guidelines in determining the ty

proper investments for us.

We may be required to repurchase mortgage loans that we have sold or to inde
backed securities.

If any of the mortgage loans that we originated and sold, or that we pledge or
backed securities that we issue in our securitizations, do not comply with the repr
make about the characteristics of the loans, the borrowers and the properties secu
to repurchase those loans in the case of the loans that we have sold, or replace the
the case of securitized loans. If this occurs, we may have to bear any associated lo
case of loans that we have sold, we may be required to indemnify the purchasers
incurred as a result of a breach of a representation or warranty made by us. Repur
allocation of working capital to carry on our books, and our ability to borrow agai
could limit the amount by which we can leverage our equity. Any significant repu

Furthermore, transactions entered
by our directors. We have
;pes of assets we may decide are

nify holders of our morigage-

pledged to secure mortgage-
sentations and warranties that we
ng the loans, we may be required
with substitute loans or cash in

ses directly. In addition, in the
f such loans for losses or expenses
hased loans typically require an

st such assets is limited, which
chases or indemnification

payments could significantly harm our cash flow and results of operations and limit our ability to make distributions

to our stockholders.
Risks Related to Our Company, Structure and Change in C

Our executive officers have agreements that provide them with benefits in the ev
terminated following a change in control,

We have entered into agreements with the members of our senior managemen,
and Howe that provides them with severance benefits if their employment ends un
following a change in control. These benefits could increase the cost to a potential
prevent or discourage a change in control that might involve a premium price for y
best interest. '

The stock ownership limit imposed by our charter may inhibit market activity in
restrict onr business combination opportunities.

In order for us to maintain our qualification as a REIT under the Internal Reve
value of the issued and outstanding shares of our capital stock may be owned, actu
fewer individuals (as defined in the Intermnal Revenue Code to include certain entiti
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of each taxable year (other than our first year as a REIT). Attribution rules in the Internal Revenue Code apply to
determine if any individual or entity actually or constructively owns our capital stock for purposes of this
requirement. Additionally, at least 100 persons must beneficially own our capital stock during at least 335 days of
each taxable year (other than our first year as a REIT). To help ensure that we meet these tests, our charter restricts
the acquisition and ownership of shares of our capital stock. Qur charter, with certain exceptions, authorizes our
directors to take such actions as are necessary and desirable to preserve our qualification as a REIT and provides
that, unless exempted by our board of directors, no person other than Mr. Schnall may own more than 9.4% in value
of the outstanding shares of our capital stock. Our charter provides that Mr. Schnall may own up to 12.0% of our
outstanding common stock. Qur board of directors may grant an exemption from that ownership limit in its sole
discretion, subject to such conditions, representations and undertakings as it may determine. This ownership limit
could delay or prevent a transaction or a change in control of our company under circumstances that otherwise could
provide our stockholders with the opportunity to realize a premium over the then current market price for our
common stock or would otherwise be in the best interests of our stockholders.

Certain provisions of Maryland law and our charter and bylaws could hinder, delay or prevent a change in
control which could have an adverse effect on the value of our securities.

Certain provisions of Maryland law, our charter and our bylaws may have the effect of delaying, deferring or
preventing transactions that involve an actual or threatened change in control. These provisions include the
following, among others:

«  our charter provides that, subject to the rights of one or more classes or series of preferred stock to elect one
or more directors, a director may be removed with or without cause only by the affirmative vote of holders
of at least two-thirds of all votes entitled to be cast by our stockholders generally in the election of
directors;

« our bylaws provide that only our board of directors shall have the authority to amend our bylaws;

» under our charter, our board of directors has authority to issue preferred stock from time to time, in one or
more series and to establish the terms, preferences;

« and rights of any such series, all without the approval of our stockholders;
« the Maryland Business Combination Act; and
« the Maryland Control Share Acquisition Act,

Although our board of directors has adopted a resolution exempting us from application of the Maryland
Business Combination Act and our bylaws provide that we are not subject to the Maryland Control Share
Acquisition Act, our board of directors may elect to make the “business combination” statute and “control share™
statute applicable to us at any time and may do so without stockholder apptoval.

Maintenance of our Investment Company Act exemption imposes limits on our operations.

We have conducted and intend to continue to conduct our operations so as not to become regulated as an
investment company under the Investment Company Act of 1940, as amended. We believe that there are a number
of exemptions under the Investment Company Act that are applicable to us. To maintain the exemption, the assets
that we acquire are limited by the provisions of the Investment Company Act and the rules and regulations
promulgated under the Investment Company Act. In addition, we could, among other things, be required either {(a) to
change the manner in which we conduct our operations to avoid being required to register as an investment company
or (b) to register as an investment company, either of which could have an adverse effect on our operations and the
market price for our securities.

Tax Risks Related to Qur Business and Structure

Failure to qualify as a REIT would adversely affect our operations and ability to make distributions.

We have operated and intend to continue to operate so to qualify as a REIT for federal income tax purposes.
Our continued qualification as a REIT will depend on our ability to meet various requirements concerning, among
other things, the ownership of our outstanding stock, the nature of our assets, the sources of our income, and the
amount of our distributions to our stockholders.



applicable alternative minimum tax) on our taxable income at regular corporate rates. In addition, if we do not
qualify for certain statutory relief provisions we generally would be disqualified from treatment as a REIT for the
four taxable years following the year in which we lost our REIT status. Losing our REIT status would reduce our net
eamings available for investment or distribution to stockholders because of the additional tax liability, and we would
no longer be required to make distributions to stockholders. Additionally, we might be required to borrow funds or

If we fail to qualify as a REIT in any taxable year, we would be subject to fe%eral income tax (including any

liquidate some investments in order to pay the applicable tax.

REIT distribution requirements could adversely affect our liguidity.

In order to qualify as a REIT, we generally are required each year to distribut
of our REIT taxable income, excluding any net capital 2ain. To the extent that we
than 100% of our REIT taxable income, we will be subject to corporate income ta
taxable income. In addition, we will be subject to a 4% nondeductible excise tax g
certain distributions paid by us with respect to any calendar year are less than the
REIT income for that year, (i) 95% of our REIT capital gain net income for that y

]
undxstnbuted REIT taxable income from prior years. ;

We have made and intend to continue to make distr 1but10ns to our stockholde
distribution requirement and to avoid corporate income tax and the nondeductible
in timing between the recognition of REIT taxable income and the actual receipt g
assets or to borrow funds on a short-term basis to meet the 90% distribution requi
income tax and the nondeductible excise tax.

Certain of our assets may generate substantial misrnatches between REIT tax;
Such assets could include mortgage-backed securities we hold that have been issu
accrual of taxable income in advance of the receipt of cash. As a result, our taxabl
available for distribution and the requirerhent to distribute a substantial portion of

cause us {o: :

. ..
sell assets in adverse market conditions,

borrow on unfavorable terms or

distribute amounts that would otherwise be invested in future acquisition
repayment of debt

in order to comply with the REIT distribution requirements.

Further, amounts distributed will not be available to fund investment activitie

investments generally through borrowings from financial institutions, along with §

to obtain debt or equity capital in the future, it could limit our ability to grow, whi
effect on the value of our common stock.

Dividends payable by REITs do not qualify for the reduced tax rates on dividend

corporations.

The maximum U.S. federal income tax rate for dividends payable to domestic s
trust and estates is 15% (through 2008). Dividends payable by REITs, however, are

reduced rates. Although the reduced U.S. federal income tax rate applicable to dividg
dividends does not adversely affect the taxation of REITs or dividends paid by REIT|

applicable to regular corporate dividends could cause investors who are individuals,

investments in REITSs to be relatively less attractive than investments in the stocks o
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distribute at least 90%, but less
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n the amount, if any, by which
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trusts and estates to perceive
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dividends, which could adversely affect the value of the shares of REITs, including our common shares.

Risks Related to an Investment in QOur Common 8

Our common stock trades in a limited market which could hinder your ability to

Our equity market capitalization places us at the low end of market capitalizat
common stock experiences limited trading volume, and many investors may not be

common stock because of the inability to acquire or sell a substantial block of our
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illiquidity could have an adverse effect on the market price of our common stock. A substantial sale, or series of
sales, of our common stock could have a material adverse effect on the market price of our common stock.

The market price and trading volume of our common stock may be volatile.

The market price of our common stock may become highly volatile and subject to wide fluctuations. In
addition, the trading volume in our common stock may fluctuate and cause significant price variations to occur.
Some of the factors that could result in fluctuations in the price or trading volume of our common stock include,
among other things: actual or anticipated changes in our current or future financial performance; changes in market
interest rates and general market and economic conditions. We cannot assure you that the market price of our
caommon stock will not fluctuate or decline significantly.

Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

As of March 31, 2007, our principal executive and administrative offices are located at 1301 Avenue of the
Americas, 7th floor, New York, New York 10019. On November 13, 2006, we entered into an Assignment and
Assumption of Sublease with Lehman Brothers Holdings Inc. {“Lehman™). Under the agreement, we assigned the
sublease for this space to Lehman, We intend to relocate our corporate headquarters to a smaller facility at a location
that is yet to be determined.

Until March 31, 2007 we also operated retail loan origination sales offices at 47 (25 branches and 22 branch
satellite) locations in 14 states. All of our facilities were leased. The aggregate annual rent for these locations was
approximately $4.8 million. Upon consummation of the sale of our retail mortgage origination platform assets to
Indymac, we assigned substantially all of the leases for the branch offices to Indymac.

Further details of our facilities are as follows:

Location Business Activity Business Segment
New York City Corporate Headquarters and Mortgage Portfolio
Mortgage Origination Management and
Mortgage Lending
Bridgewater, New Jersey(1) Wholesale Lending Mortgage Lending
Various-47 locations in 14 states(2)  Retail Mortgage Origination Mortgage Lending

(1) This lease was assigned to and assumed by Tribeca Lending effective February 22, 2007 in connection with the
sale of the wholesale mortgage origination platform described further in note 22 of the consolidated financial
staterments.

(2) Substantially all of these leases were assigned and assumed by Indymac effective March 31, 2007 in connection
with the sale of substantially all of the operating assets of our retail mortgage lending platform described further
in note 22 of the consolidated financial statements.

Item 3. Legal Proceedings

The Company is at times subject to various legal proceedings arising in the ordinary course of business. The
Company does not believe that any of its current legal proceedings, individually or in the aggregate, will have a
material adverse effect on its operations or financial condition.

Item 4. Submission of Matters to a Vote of Security Holders

None,

21




FART 11

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matt¢
Equity Securities

Market Price of and Dividends on the Registrant’s Common Equity and Rel:

Our common stock is traded on the New York Stock Exchange under the tradi

rs and Issuer Purchases of

aited Stockholder Matters

ng symbol “NTR”. As of

March 15, 2007, we had 18,077,880 shares of common stock outstanding, and as of March 5, 2007, there were 87

holders of record. This figure does not reflect the beneficial ownership of shares I

The following table sets forth, for the periods indicated, the high, low and qug

eld in nominee name.

rter end closing sales prices per

share of our common stock on the NYSE and the cash dividends paid or payable per share of common stock.

Common Stock Prices

Cash Dividends

Paid or Amount
High Low Close Declared Payable per Share
Year Ended December 31, 2006
Fourthquarter . .. ............ b 404 § 260 $ 3.05  12/18/06 1/26/07 § 0.05
Thirdquarter. . .............. 4.85 3.65 3.86  9/18/06 10/26/06 0.14
Second quarter. . . ............ 5.56 3.80 4.00 6/15/06 7/26/06 0.14
Firstquarter. . .. ............. 6.88 4.15 5.40 3/6/06 4/26/06 0.14
Commaon Stock Prices Cash Dividends
Paid or Amount
_ High Low Close Declared Payahle per Share
Year Ended December 31, 2008
Fourthquarter . .. ............ b 750 % 551 % 6.62  12/09/05 1/26/06 3 0.21
Third quarter. . .. ............ 9.20 7.00 7.47  9/26/05 10/26/05 0.21
Second quarter. . ... .......... 10.23 9.04 9.07 6/02/05  07/26/05 0.25
Firstquarter, . ... ... ......... 11.30 990 1022 03/11/05  04/26/05 0.25

In order to qualify for the tax benefits accorded to a REIT under the Code, wej
such that all or substantially all of our taxable income each year (subject to certain

intend to pay quarterly dividends
adjustments) is distributed to our

stockholders. All of the distributions that we make will ive at the discretion of our Board of Directors and will

depend on our earnings and financial condition, mainterance of REIT status and a
Directors deems relevant,

ny other factors that the Board of

During 2006, taxable dividend distributions for the Company’s common stocK were $0.63 per share. The

Company’s common stock is currently listed under the CUSIP #649604-10-5 and
symbol NTR. For tax reporting purposes, the 2006 taxable dividend distributions v
$0.02401 as ordinary income and $6.60599 as a return of capital. The following ta
quarterly basis.

rades under the NYSE ticker
vill be classified as follows:
ble contains this information en a

Total
Cash Taxable
Payment Distribution Income Short-ferm Ordinary Return
Declaration Date Record Date Date Per Share Dividends Capital| Gain Dividend of Capital
12/09/05 1/6/06 1/26/06  § 021 % 0.00000 $ 000000 § 0.00000 $ 0.21000
3/6/06 4/6/06 4/26/06  $ 014 § 000000 $ 000000 $ 0.00000 $ 0.14000
6/15/06 7/6/06 7/26/06 % 0.14 § 0.00000 $ 002401 § 002401 $ 0.11599
9/18/06 10/6/06 1026/06  § 0.14 § 0.00000 $§ 00Dp0OO $ 0.00000 $ 0.14000
Total 2006 Cash Distributions $ 063 § 000000 $ 00P401 $ 0.02401 § 0.60599

Purchases of Equity Securities by the Issuer and Affiliated Purchasers

During the year ended December 31, 2006 the Company purchased and retired
common stock in open market transactions as part of the share repurchase program

2005,
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The shares were repurchased though a broker on the open-market. The plan, funded from available capital,
provides that the Company, at management’s discretion, is authorized to repurchase shares of Company common
stock from time to time, in the open market or through privately negotiated transactions through December 31, 2015.
The plan may be temporarily or permanently suspended or discontinued at any time. The Company has not
repurchased any shares since March 2006.

Total Number of Maximum Number

Shares Purchased of Shares that May

as Part of Publicly Average Price yet be Purchased
Period Announced Plan Paid Per Share Under Plan
1060 1/31/06. ... ... . Ya % 10,000,000
21/06t02/28/06. . ... .. % Y - 10,000,000
/06331106, ... .. 67,000 § 443 0,933,000
Total/Weighted Avg. .. ............ . ...... 67,000 § 443 9,933,000

Securities Authorized for 1ssuance Under Equity Compensation Plans

The following table sets forth information as of December 31, 2006 with respect to compensation plans under
which equity securities of the Company are authorized for issuance. The Company has no such plans that were not
approved by security holders.

Number of
Number of Securities Remaining
Securities to be Weighted Average Available for
Issued upon Exercise of Exercise Price of Future Issuance
Outstanding Options,  Qutstanding Options, under Equity
Plan Category Warrants and Rights Warranis and Rights  Compensation Plans

Equity compensation plans approved by security
holders . . .. .. ... 466,500 % 9.52 878,496

Performance Graph

COMPARISON OF 30 MONTH CUMULATIVE TOTAL RETURN*
Among New York Mortgage Trust, Inc., The NYSE Composite Index
And The NAREIT Mortgage index

$160

$140

$120

$100

$60 -

$60 -

$40 -

$20 -

so L L —_—
6/04 12/04 12/05 12/06

—&8— New York Mortgage Trust, Inc. — -A— NYSE Composite - - O - - NAREIT Mortgage

* $100 invested on 6/24/04 in stock or on 5/31/04 in index-including reinvestment of dividends.
Fiscal year ending December 31.
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The foregoing graph and chart shall not be deemed incorporated by referency
incorporating by reference this Annual Report on Form 10-K into any filing undg

: by any general statement

r the Securities Act of 1933 or

under the Securities Exchange Act of 1934, except to the extent we specifically incorporate this information by

reference, and shall not otherwise be deemed filed undsr those acts.

Item 6. Selected Financial Data

The following selected consolidated financial data is derived from our audites
and the notes thereto for the periods presented and should be read in conjunction
therein and “Management’s Discussion and Analysis of Financial Condition and
elsewhere in this annual report. Operating results arc not necessarily indicative of]

{n connection with the sale of the Company’s wholesale mortgage ariginatior

d consolidated financial statements
with the more detailed information
Results of Operations™ included
future performance.

1 platform assets on February 22,

2007 and the sale of its retail mortgage origination platform assets on March 31, 2007, we are required to classify

our Mortgage Lending segment as a discontinued operation in accordance with Statement of Financial Accounting
Standards No. 144 (see note 12 in the notes to our consolidated financial statemer]ts). In connection with this
reclassification, we have presented selected financial data below in two different formats. Table | provides summary

level data for the continuing and discontinued business segments of our company

reclassification of the Morigage Lending segment). Table 2 provides selected fina

form of presentation that is consistent with our prior disclosures under this Item 6

The selected financial data as of and for the years ended December 31, 2006,

December 31, 2004, include the operations of NYMT and its consolidated subsidi

financial data for the year ended December 31, 2004 are the results of NYMT for
2004 (the closing date of our IPQ) and NYMC for the year-to-date period beginni

PO, NYMT had no operations and, as a result, for all years prior to 2004, the fina]

tafter giving effect to the
cial data in greater detail in a

December 31, 2005 and

aries. Included in the selected

the period beginning June 29,

ng January 1, 2004. Prior to our
ncial data presented is for NYMC

only,
Table 1:
For the Year Ended December 31,
2006 2005 2004 2003 2002
(Dollar amounts in thousands, except per share data)

Operating Data:
Revenues:
Net interestincome . . ... ... ... $ 4784 § 12873 $ | 7924 § — 8 —
Income from continuing operations. .. . ... .. 2,166 3,322 6,899 — o
(Loss)/income from discontinued operation-net i

of tax . . e (17,197) (8,602) (1,952) 13,726 3,750
Net (Joss¥income. .. ................... (15,031} (5,340) 4,947 13,726 3,750
Basic (loss)/income per share EPS. .. ... .. .. (0.83) {0.30) 0.28 — —
Total assets continuing operations. . .. ... ... 1,107,983 1,542,422 1.413,729 —_ —
Total assets discontinued operation. . ... .. .. 214,925 248,871 201,034 110,081 83,004
Total liabilities continuing operations . .. . . .. 1,063,349 1,458,410 1,306,185 — —
Total liabilities discontinued operation . . . ... $ 137987 § 231,925 % 89,095 § 90,425 § 73016
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Table 2:

For the Year Ended December 31,

2006 2005 2004 2003 2002
(Dollar amounts in thousands, except per share data)
Operating Data:
Revenues:
Interestincome . .. ..c.cvoevvnnrvnn- $ 81247 $ 77476 $ 27299 $§ 7609 § 2986
Interestexpense. . . ... ........u.. 72,940 60,104 16,013 3,266 1,673
Net Interest Income . .. ........... 8,307 17,372 11,286 4,343 1,313
Gains on sales of mortgage loans ... ... 17,987 26,783 20,835 23,031 9,858
Brokered loanfees. ... ............. 10,937 9,991 6,895 6,683 5,241
{Loss)/gain on sale of securities and related
hedges ............ ... o, (529) 2,207 774 — —
Loss on sale of current period securitized
loans. . ... .ov (747) — — — —
Loan/impairment loss on investment
SECUTMIES. o . v v v v v e e eeei e e ns (8,285) (7,440) — — —
Miscellaneous . . ... ........ .. .. ... 453 232 227 45 15
Total other income. . . ............ 19,816 31,773 28,731 29,759 15,114
Expenses:
Salariesand benefits ............... 22,425 30,979 17,118 9,247 5,788
Brokered loanexpenses . .. .......... 8,277 7,543 5,276 3,734 2,992
General and administrative expenses. . . . 20,946 24,512 13,935 7,395 3,897
Total expenses ................. 51,648 63,034 36,329 20,376 12,677
(Loss)/income before income tax benefit . (23,525) (13,889) 3,688 13,726 3,750
Incometax benefit................. 8,494 8,549 1,259 — —
Net (loss)income. . . ............... $ (15031) $ (53400 S§ 4947 § 13,726 § 3,750
Basic (loss)/income per share . ... ..... 3 (0.83) % (030) % 0.28 — —
Diluted (loss)/income per share. .. ... .. 3 (083 § (030) % 0.27 — —
Balance Sheet Data:
Cash and cash equivalents ... ........ $ 969 3 9056 $ 7613 § 4047 § 2,746
Mortgage loans held in securitization trusts
or held for investment . ............ 588,160 780,670 190,153 — —
Investment securities available for sale . . 488,962 716,482 1,204,745 — —
Mortgage loans held forsale. . ...... .. 106,900 108,271 85,385 36,169 34,039
Due from loan purchasers and escrow
deposits pending loan closings . .. . ... 88,351 123,247 96,140 58,862 40,621
Totalassets . ... ... ove v 1,322,908 1,791,293 1,614,762 110,081 83,004
Financing arrangements . . .. .. ....... 088,285 1,391,685 1,470,596 90,425 73,016
Collateralized debt obligations . . ... ... 197,447 228226 — — —
Subordinated debentures ... ......... 45,000 45,000 — — —
Subordinated notes due to members. . . . . — — — 14,707 —
Total liabitities ................... 1,251,336 1,690,335 1,495,280 110,555 76,504
Equity/(deficit) .. ........... ... .. $ 71,572 % 100,958 § 119482 § (474) § 6,500
Investment Portfolio Data:
Average yield on investment portfolio. . . 5.10% 4.05% 3.90% — —
Net duration of interest earning assets to
labilities. . .. ..... ... .. ... ... 0.52 yrs 0.91 yrs 0.42 yrs — —
Originations Data:
Purchase originations. . .. ........... $1,483,966  $1,985,651  $1,089,499 § 803,446 $469,404
Refinancing originations. . .. .. ....... 1,060,037 1,451,720 756,006 796,879 407,827
Total originations. . . .. ............. $2,544,003  $3.437.371 £1,845505  $1,600,325 $877,231
Fixed-rate originations . . . ........... $1,441,782 $1,562,151 $ 878,749 $ 890,172 $518,382
Adjustable-rate originations . ......... 1,102,221 1,875,220 966,756 710,153 358,849
Total originations. .. . .............. $2,544,003  $3,437371  $1,845505  $1,600,325 $877,231
Total mortgagesales .. ............. $1,841,012  $2,875,288  §$1,435340  $1,234,848 $633,223
Brokered originations. . . ............ 702,991 562,083 410,165 365,477 244,008
Total originations. . . . .............. $2,544,003 $3,437,371 $1,845,505 $1,600,325 $877,231

25




Table 2 (continued):
For the Year Ended December 31,
2006 2005 2004 2003 2002
(dollar amounts in thousantls, except per share data)

Originated Mortgage Loans Retained
for Investment:

Paramount . ..................... b 697 $ 5552 % 95.1 n/a nfa
Weighted average middle credit score . . . 738 734 743 nfa na
Weighted average LTV .. ..........., 68.02% 69.62% 66.58% n/a n/a
Mortgage Loans Sold:
Weighted average whaole loan sales price

over par — all mortgage loans sold. . . . . 1.45% 1.52% 2.02% 1.75% 1.52%
Weighted average middle credit score all

mortgage loanssold. . . ........ ... 797 696 703 719 716
Weighted average LTV non-FHA(1). . .. 73.38% 74.58% 71.95% 68.47%  67.23%
Weighted average LTV FHA(l) . ... ... 93.31% 92.76% 92.12% 88.82%  91.78%
Weighted average LTV all morigage loans

sold ... .. 74.53% 76.65% 75.88% 68.67%  67.42%

Operational/Performance Data:

Salaries, general and administrative
expense as a percentage of total loans

originated . .. .......... ... .. ..., 1.70% 1.61% 1.68% 1.04% 1.10%
Number of states licensed in or exempt

from licensing at periodend . . . .. .. .. 44 43 40 15 13
Number of locations at period end. . .. .. 47 54 66 15 13
Number of employees at period end . . . . 616 802 782 335 184

Dividends declared per common share. .. § 047  § 092 3§ 0.40 — —

(1) Beginning near the end of the first quarter of 2004, our volume of FHA loans increased; prior to such time the
volume of FHA loan originations was immaterial. Generally, FHA loans have lower average balances and FICO
scares which are reflected in the statistics above. All FHA loans are currently and will be in the future sold or
brokered to third parties.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

General

New York Mortgage Trust, Inc. (“NYMT,” the “Company,” “we,” “our” and “us”™) is a self-advised residential
mortgage finance company that acquires, retains and securitizes mortgage loans and mortgage-backed securities.
Until March 31, 2007, the Company through its whally-owned subsidiary, its taxable REIT subsidiary (“TRS™),
The New York Mortgage Company, LLC (“NYMC™), was a residential mortgage banking company that originated
a wide range of mortgage loans, with a particufar focus on prime adjustable- and fixed-rate, first lien, residential
purchase mortgage loans. The discontinued operation also originated residential mortgage loans as a broker for the
purpose of obtaining broker fee income. 'J

Recent Events — Sale of Morigage Lending Business and Change in Our Business Strategy

On February 7, 2007, we announced that, as a part of our previously announ¢ed exploration of sirategic
alternatives for the Company, we had entered into a definitive agreement to sell substantially all of the retail
mortgage lending platform of NYMC to IndyMac Bank, F.S.B., (“Indymac™), a wholly owned subsidiary of
Indymac Bancorp, Inc, for an estimated purchase price of $13.5 million in cash apd the assumption of certain of our
liabilities by Indymac. On March 31, 2007, Indymac purchased substantially all of the operating assets related to
NYMC’s retail mortgage lending platform, including, among other things, assuming leases held by NYMC for
approximately 20 full service and approximately 10 sazellite retail mortgage lending offices {excluding the lease for
the Company’s corporate headquarters, which is being assigned, as previously announced, under a separate
agreement to Lehman Brothers Holding, Inc.), the tangible personal property located in those approximately 30
retail mortgage banking offices, NYMC’s pipeline of residential montgage loan applications (the “Pipeline Loans”),
escrowed deposits related to the Pipeline Loans, custorer lists and intellectual property and information technology
systems used by NYMC in the conduct of its retail morigage banking platform, Indymac assumed the obligations of
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NYMC under the Pipeline Loans and substantially all of NYMC's liabilities under the purchased contracts and
purchased assets arising after the closing date. Indymac has also agreed to pay (i) the first $500,000 in severance
expenses with respect to “transferred employees” (as defined in the asset purchase agreement filed as Exhibit 10.62
to this Annual Report on Form 10-K) and (ii) severance expenses in excess of $1.1 million arising after the closing
with respect to transferred employees. As part of the Indymac transaction, the Company has agreed, for a period of
18 months, not to compete with Indymac other than in the purchase, sale, or retention of mortgage loans. Indymac
has hired substantially all of our branch employees and loan officers and a majority of NYMC employees based out
of our corporate headquarters. As of April 1, 2007, the Company has approximately 40 employees.

On February 14, 2007, we entered into a definitive agreement with Tribeca Lending Corp., a subsidiary of
Franklin Credit Management Corporation (“Tribeca Lending™) to sell our wholesale lending business for an
estimated purchase price of $485,000. This transaction closed on February 22, 2007. Together, the closing of the
sale of our retail mortgage banking platform to Indymac and the sale of our wholesale lending business to Tribeca
Lending has resulted in gross proceeds to NYMT of approximately $14.0 million before fees and expenses, and
before deduction of approximately $2.3 million, which will be held in escrow to support warranties and
indemnifications provided to Indymac by NYMC as well as other purchase price adjustments. NYMC will record a
one time taxable gain on the sale of these assets. NYMC'’s deferred tax asset will absorb any taxable gain from the
sale.

We expect to redeploy the net proceeds from the sale of our retail mortgage banking platform in high quality
mortgage loan securities. We will liquidate the remaining inventory of loans held for sale in the ordinary course of
business. Our Board of Directors, together with our management, will continue to consider strategic options for
NYMT, including a possible sale or merger or raising capital under a passive REIT business model.

We believe that the disposition of our mortgage lending business will allow us to meet the following business
objectives:

« reduce, and ultimately eliminate, our taxable REIT subsidiary’s operating loses;

« enable NYMC to retain the economic value of its accumulated net operating losses;
« increase NYMT's investable capital and financial flexibility;

» lower NYMT’s executive management compensation eXpenses;

+ significantly reduce our potential severance obligations;

» enable our management to focus on our mortgage portfolio management operations, which consisted of a
$1.1 billion portfolio of investment securities as of December 31, 2006; and

« enable us to continue to acquire loans for securitization.

Note Regarding Discontinued Operation

In connection with the sale of our wholesale mortgage lending platform assets on February 22, 2007 and the
sale of our retail mortgage lending platform assets to Indymac on March 31, 2007, during the fourth quarter of 2006,
we classified our Morigage Lending segment as a discontinued operation in accordance with the provisions of
Statement of Financial Accounting Standards No. 144. As a result, we have reported revenues and expenses related
to the segment as a discontinued operation and the related assets and liabilities as assets and liabilities related to a
discontinued operation for all periads presented in the accompanying consolidated financial statements. Certain
assets, such as the deferred tax asset, and certain liabilities, such as subordinated debt and liabilities related to leased
facilities not assigned to Indymac will become part of the ongoing operations of NYMT and accordingly, we have
not classified as a discontinued operation in accordance with the provisions of Statement of Financial Accounting
Standards No. 144. See Note 12 in the notes to our consolidated financial statements.

Strategic Overview

Our operations were conducted in 2006 such that we are considered an “active™ mortgage REIT in that NYMC,
our TRS, originated loans that may either be held in portfolio, aggregated and subsequently securitized for long-term
investment, or sold to third parties for gain on sale revenue. The leveraged portfolio is comprised largely of prime
adjustable-rate mortgage loans that we either originate or acquire from third parties. Starting in March of 2006, we
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began to sell all loans originated by NYMC in an effort to increase gain on sale income in current periods. On
March 31, 2007, we concluded the sale of substantialy all of the operating assets of NYMC’s retail mortgage

lending platform and exited the mortgage lending business.

We aggregate a portfolio comprised mainly of high credit quality, adjustable;
portfolio reaches a size sufficient for us to securitize such loans. Historically, we

from either our TRS or from third parties. As of April I, 2007, we obtain the loan%

third parties. Our first securitization occurred on February 25, 2005 and we comp

rate mortgage loans until the
nhbtained the loans we securitize
we securitize exclusively from
eted our second and third loan
itization transactions, through

securitizations on fuly 28, 2005 and December 20, 2003, respectively. These secu[r
which we financed the adjustable-rate and hybrid mortgage loans that we retainedr
both tax and financial accounting purposes. Therefore, we do not expect to genera

were structured as financings for
te a gain or loss on sales from
onsolidated balance sheet as loans

these activities, and, following the securitizations, the loans are classified on our ¢
held in securitization trusts. For our first two securitizations, we retained all of the
such securities with repurchase agreements; for our third securitization we issued
parties and recorded the securitization debt is recorded as a liability, On March 30
securitization, New York Mortgage Trust 2006-1. This securitization was structur
purposes. The Company holds certain AAA tranches as well as all the subordinat

We earn net interest income from purchased residential mortgage-backed secfl
mortgage loans and securitized loans. We have acquired and increasingly seek to

investment, our ability to pledge the investment for secured, coliateralized borrow
originating, financing, managing, securitizing and reserving for these investments,

Funding Diversification. We strive to maintain and achieve a balanced and diy
investment portfolio and assets. Until March 31, 2007 when we exited the mortgag
primarily on secured warehouse lines of credit for our funding needs on loans held
TPO in June 2004, we rely primarily on repurchase agreements in order to finance ¢

residential loans and mortgage-backed securities. As of December 31, 2006, we have $5.1 billion of commitments to

provide repurchase agreement financing through 23 different counterparties with a
outstanding as of December 31, 2006. During 2005, we further diversified our sour

resultant securities and financed
nvestment grade securities to third

acqui
produce competitive returns, taking into consideration the amount and nature of the anticipated returns from the

2006 we completed our fourth
d as a sale for accounting
interests in this transaction,

rities and adjustable-rate
ire additional assets that will

ngs and the costs associated with

erse funding mix to finance our
¢ lending business, we relied

for sale to third parties. Since our
our investment portfolio of

pproximately $0.8 billion
ces of financing with the issuance

of $45 million of trust preferred securities classified as subordinated debentures.

On our first two securitizations (collateralized debt obligations, or “CDO”) of mortgage loans, we retained
100% of the issued securities and financed such securities with repurchase agreements, The creation of mortgage-
backed securities from self-originated mortgage loans in this manner provides an agset with better liquidity and
longer-term financing at better rates as opposed to financing whole loans through »Yarehouse lines. In December,
2005 we completed our third securitization of $235.0 million of self-originated ARFVI loans and sold the majority of
the securities to third parties. Because we did not retain ali of the resultant securities as in prior CDOs, this
securitization eliminated the risk of short-term financing and the mark-to-market pricing risk inherent in financing
through repurchase agreements or warchouse lines of credit; as a result of this permanent financing we are not

subject to margin calls on the assets of this CDO.

Risk Management. As a manager of mortgage loan investments, we must mitigate key risks inherent in these
businesses, principally credit risk and interest rate risk.

Investment Portfolio Credit Quality. We retain in our portfolio only selected, high-quality loans that we
originated or may acquire from third parties. As a result, our investment portfolio consists of high-quality loans that
we have either securitized for our own portfolio or that collateralize our CDO financings. High credit quality creates
improved portfolio liquidity and provides for financing opportunities that are available on generally favorable terms.
When we retain loans for investment, either whole loans being aggregated for securitization or CDOs in which we
retain all resultant securities or below A-rated tranches, we retain the risk of potential credit losses relative to the
agency or higher rated securities we may purchase from time-to-time. Since we beggn our portfolio investment
operations, we have experienced approximately $37,000 vo date of credit losses in our portfolio.

We believe that our credit performance is reflective of the high credit quality of the loans we originated or
acquire for securitization, our prudent in-house underwriting, property valuation methods and review, our overall
investment policies and prudent management of our delingquent loan portfolio. We believe that our delinquencies of
£6.8 million, or 1.16% of the total par balance of our investment portfolio of residential loans at December 31, 20086,
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reflect strong credit characteristics and the credit culture of our underwriting and investment philosophy. The
weighted average seasoning of loans in our investment portfolio of mortgage loans was approximately 19 months at
December 31, 2006.

Interest Rate Risk Management. Another primary risk to our investment portfolio of mortgage loans and
mortgage-backed securities is interest rate risk. We use hedging instruments to fix or cap the interest rates on our
short-term, CDO and other financing arrangements that finance our investment portfolio of mortgage loans and
securities. We hedge our financing costs in an attempt to maintain a net duration gap of less than one year; as of
December 31, 2006, our net duration gap was apptoximately 6 months.

As we acquire mortgage-backed securities or loans, we seek to hedge interest rate risk in order to stabilize net
asset values and earnings during periods of rising interest rates. To do so, we use hedging instruments in conjunction
with our borrowings to approximate the repricing characteristics of such assets. The Company utilizes a model based
risk analysis system to assist in projecting portfolio performances over a scenario of different interest rates and
market stresses. The model incorporates shifts in interest rates, changes in prepayments and other factors impacting
the valuations of our financial securities, including mortgage-backed securities, repurchase agreements, interest rate
swaps and interest rate caps. However, given the prepayment uncertainties on our mortgage assets, it is not possible
to definitively lock-in a spread between the earnings yield on our investment portfolio and the related cost of
barrowings. Nonetheless, through active management and the use of evaluative stress scenarios of the portfolio, we
believe that we can mitigate a significant amount of both value and earnings volatility. See further discussion of
interest rate risk at the “Quantitative And Qualitative Disclosures About Market Risk - Interest Rate Risk” section of
this document.

Other Risk Considerations: Our business is affected by a variety of economic and industry factors. Management
periodically reviews and assesses these factors and their potential impact on our business. The most significant risk
factors management considers while managing the business and which could have a material adverse effect on our
financial condition and results of operations are

« adecline in the market value of our assets due to rising intercst rates;

« increasing or decreasing levels of prepayments on the mortgages underlying our mortgage-backed
securities;

s our ability‘ to obtain financing to hold mortgage loans prior to their sale or securitization;

«  the overall leverage of our portfolio and the ability to obtain financing to leverage our equity;
« the potential for increased borrowing costs and its impact on net income;

« the concentration of our mortgage loans in specific geographic regions;

«  our ability to use hedging instruments to mitigate our interest rate and prepayment risks;

« aprolonged economic slow down, a lengthy or severe recession or declining real estate values could harm
our operations;

« if our assets are insufficient to meet the collateral requirements of our lenders, we might be compelled to
liquidate particular assets at inopportune times and at disadvantageous prices;

+  if we are disqualified as a REIT, we will be subject to tax as a regular corporation and face substantial tax
liability; and

« compliance with REIT requirements might cause us to forgo otherwise attractive opportunities.

Financial Overview

Revenues. Our primary sources of income are net interest income on our loans and residential investment
securities and gain on sale of mortgage loans. Net interest income is the difference between interest income, which
is the income that we earn on our loans and residential investment securities and interest expense, which is the
interest we pay on borrowings and subordinated debt. Net interest income is also eamed on the banked loan
origination production of our TRS for the period of time from when a loan is closed to the sale of such Joanto a
third party.
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Income from the gain on sale of mortgage loans to third parties is the differe
adjusted cost basis of originated loans when title transfers. The adjusted cost basi
principal amount adjusted for deferrals of origination and commitment fees recei
costs (including commissions and salaries for employees directly responsible for

Other Income {Expense). Loan losses include reserves for, or actual costs ing
disposition of non-performing or early payment default loans we have originated

Other significant sources of other income (expense) include fees received on
the sale of securities and related hedges.

Expenses. Non-interest expenses we incur in operating our business consist
benefits, brokered loan expenses, occupancy and equipment expenses, marketing
general and administrative expenses.

Salary and employee benefits consist primarily of the salaries and wages paiﬁ

salaries and wages allocated to net gain on sale of mortgage loans), payroll taxes
retirement plans and other employee benefits.

Brokered loan expenses are primarily direct commissions and other costs ass
such loans are closed with the borrower. Costs associated with brokered loans are

Occupancy and equipment expenses, which are the fixed and variable costs o

of building lease expenses, furniture and equipment expenses, maintenance, real ¢

costs of occupancy.

Marketing and promotion expenses include the cost of print, radio and tern
third-party marketing services, public relations and sponsorships.

Other general and administrative expenses include expenses for professional
shipping, telephone, insurance, travel and entertainment and other miscellaneous

nce between the sales price and the
s of the loans includes the original
ved, net of direct loan origination
such originations) paid.

urred with respect to, the
or purchased from third parties.

brokered loans and income from

rimarily of salary and employee
and promotion expenses, and other

1 to our employees (exclusive of
and expenses for health insurance,

beiated with brokered loans when
expensed when incurred.

i buildings and equipment, consist
state taxes and other associated

et advertisements, promotions,

fees, office supplies, postage and
bperating expenses.

Many of our expenses are variable in nature and are relative to our loan originllation production volumes.

Variable expenses include commissions on lpan originations, brokered loan costs
supplies, marketing and promotion and other miscellaneous expenses. Fixed expe!
equipment lease expenses and data processing and communications expenses.

Loss from discontinued operation: Loss from discontinued operation includes
to our mortgage lending segment excluding those costs that will be retained by the
expenses related rent expense for locations not being purchased and certain alloca

employees remaining with the Company.
Description of Business

Mortgage Lending (Discontinued Operation)

Until March 31, 2007, our mortgage lending operation contributed to our finaj

the loans that ultimately collateralized the mortgage securities that we hold in our

and, to a lesser degree, office
nses are primarily occupancy and

all revenues and expenses related
ongoing Company. Primarily,
ted payroll expenses for

ncial results as it either produced
portfolio or it provided us the

flexibility to sell the loans for gain on sale revenue. We primarily originated primg
loans and, to a lesser extent, second lien mortgage loans, home equity lines of creg
originated a wide range of mortgage loan products including adjustable-rate mortg
have an initial fixed rate period, and fixed-rate mortgages. Historically, we sold or
originated, high-quality, shorter-term ARM loans in order to pool them into mortgage securities. Due to market
conditions, starting in March, 2006, NYMC increased the number of loans originated by it thai it would sell to third
parties for gain on sale revenue rather than aggregating lower cost assets. For the years ended December 31, 2006
and 2005, we originated §2.5 biilion and $2.9 billion in mortgage loans for sale to[third parties, respectively. We
recognized gains on sales of mortgage loans totaling $18.0 million and $26.8 million for the years ended

December 31, 2006 and 2005, respectively.

, first-lien, residential mortgage
hit, and bridge loans. We

age (“ARM”) loans which may
retained and aggregated our seli-

30




Subsequent to our IPQ in June 2004, we have sold or retained for our portfolio the high quality, adjustable-rate
mortgage loans that we originated. For the years ended December 31, 2006 and 2005, we originated and retained
$69.7 million and $555.2 million of such loans, respectively. When we retain mortgage loans that we originated, we
record such assets at historical cost in accordance with GAAP (“GAAP” means generally accepted accounting
principles). The cost of each loan is then amortized on the effective interest method over the estimated lives of the
retained loans. Furthermore, when we retain loans that we originated, we are not able to recognize a gain on sale of
these loans (and thus higher GAAP net income) as we would have if such loans were sold to third parties. Instead,
the value of the gain on sale revenue inures to the benefit of our investment portfolio in the form of a lower cost
asset and thus incrementally higher yield during the lives of retained loans. We estimate that the foregone premium
we would have otherwise received had retained loans been sold to third parties is approximately $0.4 million and
$7.5 million for the years ended December 31, 2006 and 2005, respectively. On March 31, 2007, the Company sold
substantially all of the operating assets of the mortgage lending business to Indymac and exited the mortgage
lending business.

Our wholesale lending strategy has been a smalt component of our loan origination operations. We have a
network of non-affiliated wholesale loan brokers and mortgage lenders who submit loans to us. We maintain
relationships with these wholesale brokers and, as with retail loan originations, will underwrite, process, and fund
wholesale loans through our centralized facilities and processing systems. On February 22, 2007, we sold all of the
assets of our wholesale operations to Tribeca Lending. We also sold broker loans to third party mortgage lenders for
which we reccive a broker fee. For the years ended December 31, 2006 and 2005, we originated $703.0 million and
$562.1 million in brokered loans, respectively. We recognized net brokering income totaling $2.7 million and $2.4
mitlion during the years ended December 31, 2006 and 2005, respectively.

A significant risk to our mortgage lending operations is liquidity risk - the risk that we will not have financing
facilities and cash available to fund and hold loans prior to their sale or securitization. We maintain lending facilities
with large banking and investment institutions to reduce this risk. On a short-term basis, we finance mortgage loans
using warehouse lines of credit and repurchase agreements. Details regarding available financing arrangements and
amounts outstanding under those arrangements are included in “Liquidity and Capital Resources™ below.

Mortgage Portfolio Management

Prior to the completion of our IPO on June 29, 2004, our operations were limited to the mortgage operations
described in the preceding section. Beginning in July 2004, we began to implement our business plan of investing in
high-quality, adjustable rate mortgage related securities and residential loans. Qur mortgage portfolio, consisting
primarily of residential mortgage-backed securities and mortgage loans held for investment, currently generates a
substantial portion of our earnings. In managing our investment in a mortgage portfolio, we:

« invest in mortgage-backed securities originated by others, including ARM securities and collateralized
mortgage obligation floaters (“CMO Floaters™);

« generally operate as a long-term portfolio investor;

« finance our portfolio by entering into repurchase agreements, warehouse facilities for loan aggregation or
issue collateral debt obligations relating to our securitizations; and

«  generate earnings from the return on our mortgage securities and spread income from our mortgage loan
portfolio.

A significant risk to our operations, relating to our portfolio management, is the risk that interest rates on our
assets will not adjust at the same times or amounts that rates on our liabilities adjust. Even though we retain and
invest in ARMs, many of the hybrid ARM loans in our portfolio have fixed rates of interest for a period of time
ranging from two to seven years. Our funding costs are variable and the maturities are short term in nature. As a
result, we use derivative instruments (interest rate swaps and interest rate caps) to mitigate, but not eliminate, the
risk of our cost of funding increasing or decreasing at a faster rate than the interest on our investment assets.

As of December 31, 2006, our mortgage securities portfolio consisted of 98% AAA- rated or Fannie Mae,
Freddie Mac or Ginnie Mae-guaranteed (“FNMA/FHLMC/GNMA”) mortgage securities as compared to financing
rates or lower rated securities. The loans held in securitization trusts and mortgage loans held for investment
consisted of high-credit quality prime adjustable rate mortgages with initial reset periods of no greater than five
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years or less. Our portfolio strategy for ARM loan originations is to acquire high-

securitization process thereby limiting future potential losses.

Such assets are evaluated for impairment on a quarterly basis or, if events or
that these assets or the underlying collateral may be impaired, on a more frequent
assets are considered impaired, whether the impatrment is other-than-temporary

credit quality ARM loans for our

thanges in circumstances indicate
basis. We evaluate whether these
d, if the impairment is

other-than-temporary, recognize an impairment loss equal to the difference betwepn the asset’s amortized cost basis
and its fair value. We recorded an impairment loss of $7.4 million in the fourth qyarter of 2005 because we
concluded that we no longer had the intent to hold certain lower-yielding mortgage-backed securities until their

values recovered. This impairment was not due to any underlying credit issues bu

longer hold identified lower-yi¢ld securitics and to re-position our portfolio by se

them with higher yield securities with similar credit characteristics in order to cari

was related to our intent to no
ling such securities and replacing
1 higher net interest spread in the

future. The securities were disposed of during the first quarter of 2006 resulting ig an additional loss of $1.0 million.

Known Material Trends and Commentary

For the year ended December 31, 2006, our originations of residential mortggge loans totaled $2.5 billion. The

following chart summarizes the our loan origination volume and characteristics fc

refative to our 2003 historical origination production:

r each of the four quarters of 2006

2005 & 2006 Origination Volume by Quarter
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For the year ended December 31, 2006, NYMC's total loan originations decr
billion in 2005, a decrease of 26%. This compares to total originations for the ind

2006 versus $3.0 trillion in 2005, a decrease of 17%, as reported by the MBA’s M

reason for this larger than industry decrease is primarily due to a meaningful num
being recruited and hired by other large lenders in the first half of 2006.

In the February 12, 2007 forecast, the MBA projects that mortgage loan volu
2007 from $2.5 trillion in 2006, primarily due to an expected continued decline iy
We believe that the market for mortgage loans for home purchases is less suscept
downturns during periods of increasing interest rates, because borrowers seeking
generally base their decision to purchase on changes in interest rates alone, while
mortgage loans often imake their decision as a direct result of changes in interest 1
that our referral-based marketing strategy and a concentration on purchase loan of
further origination decreases relative to the industry,

State and local governing bodies are focused on certain practices engaged in
mortgage lending business relating to fees borrowers incur in obtaining a mortgag
“predatory lending” within the mortgage industry. In several instances, states or I
imposed strict laws on lenders to curb such practices. To date, these laws have ha
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business. We have capped fee structures consistent with those adopted by federal mortgage agencies and have
implemented rigid processes to ensure that our lending practices are not predatory in nature.

Results of Operations. We expect that our revenues will derive primarily from the difference between the
interest income we earn on our mortgage assets and the costs of our borrowings (net of hedging expenses). We
expect that our operating expenses will reduce in the future due to the elimination of compensation expense
attributable to our mortgage origination platform. The sale of each of our retail and wholesale mortgage banking
platforms, has resulted in gross proceeds to NYMT of approximately $14.0 million before fees and expenses, and
before deduction of approximately $2.3 million, which will be held in escrow to support warranties and
indemnifications provided to Indymac by NYMC as well as other purchase price adjustments. NYMC expects to
record a one time taxable gain on the sale of its assets to Indymac. NYMC’s deferred tax asset will absorb any
taxable gain from sale.

Liguidity. We depend on the capital markets to finance our investments in mortgage-backed securities and
mortgage loans held for sale. We finance our mortgage loans held for sale using “warehouse” facilities provided by
commercial or investment banks. As it relates to our investment portfolio, we have either issued bonds from our loan
securitizations and will either own such bonds or sell them to institutional investors via intermediaries, or use
repurchase agreements for short term financing. The provider of our warehouse facilities are well capitalized
investment or commercial banks. Commercial and investment banks have provided significant liquidity to finance
our operations, and while management cannot predict the future liquidity environment, we are currently unaware of
any material reason to prevent continued liquidity support in the capital markets for our business. See “Liquidity and
Capital Resources” below for further discussion of liquidity risks and resources available to us.

Loan Loss Reserves on Morigage Loans. Currently, conditions in the mortgage market remain challenging due a
significant increase in demands for indemnification and loan repurchases form third party loan investors. A large
portion of these demands come as a result of borrowers failing to timely make their first three to six mortgage loan
payments, commonly known as early payment defaults (“EPDs™). This is evident throughout the mortgage industry
as many local, regional and national mortgage lenders have announced plans to exit the mortgage lending business
in part or in whole. Many of these announcements come as a result of liquidity problems caused by a significant
increase in repurchase demands due to EPDs,

With respect to the loans originated by our discontinued operations, in 2006, we repurchased a total of $28.9
million of mortgage loans that were originated in both 2005 and 2006, the majority of which were due to EPDs. Of
the repurchased loans originated in 2006, most were Alternative-A (“Alt-A”), as sub-prime comprised only
approximately 10% of our 2006 originations. In 2006, the percentage of Alt-A loans we originated was
approximately 26%.

Generally, under the terms of the agreements with the investors to whom we sell our loans, we are required to
repurchase loans if the borrower misses one of his or her first three payments. The increased use of limited
documentation underwriting associated with Alt-A loans, as offered by many investor programs under which we
originate loans, in concert with reduced amounts of down payments required under many of those same programs,
have made it easier for many borrowers to obtain mortgage financing,.

As with any mortgage loan asset in either NYMT or NYMC, we have policies and procedures in place to
determine the appropriate levels of reserves relative to non-performing assets or losses associated with
indemnifications or repurchase demands. Qur approach looks at individual loans for which we have received
indemnification or repurchase demands, rather than using a model based macro approach based on historic
performance. Note however that in volatile times such as these, a historical based approach would not likely result in
adequate reserves. And while we feel that we are using a prudent approach to reserving for EPDs and non-
performing loans, no assurance can be made as to the adequacies of those reserves.

In determining reserves we generally rely on management’s judgment and estimates of credit losses inherent in
each individual non-performing loan held for sale and each mortgage loan held in securitization trusts. Estimation
involves the consideration of various credit-related factors including but not limited to, the current housing market
conditions, loan-to-value ratios, delinquency status, historical credit loss severity rates, purchased mortgage
insurance, the borrower’s credit and other factors deemed to warrant consideration. Additionally, we look at the
balance of any delinquent loan and compare that to the value of the property. As many of the loans involved in
current reserve process were funded in the past six to twelve months, we typically rely on the original appraised
value of the property, unless there is evidence that the original appraisal should not be relied upon. If there is a doubt
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to the objectivity of the original property value assessment, we either utilize vafious internet based property data
services to look at comparable properties in the same area, or consult with a redltor in the property’s area.

Comparing the current loan balance to the original property value determines the current loan-to-value (“LTV”)

ratio of the loan. Generally we estimate that any first lien loan that goes throug

a foreclosure process and results in

Real Estate Owned (“REQ”) results is the property being disposed of at approx|mately 68% of the property’s
original value. That number is based on management’s long term experience in|similar market conditions in past

difficult real estate markets. Thus, for a first lien loan that is delinquent, we wil

adjust the property value down to

approximately 68% of the original and compare that to the current balance of tHe loan. The difference, plus an
estimate of past interest due, determines the base reserve taken for that loan. This base reserve for a particular loan

may be adjusted if we are aware of specific circumstances that may affect the op

tcome of the loss mitigation process

for that loan. Predominately, however, we use the base reserve number for our fieserve.,

Reserves for second liens are larger than that for first liens as second liens are in a junior position and only
receive proceeds after the claims of the first lien holder are satisfied. As with fifst liens, we may occasionally alter

the base reserve calculation but that is in a minority of the cases and only if we &
that pertain to that specific loan,

re aware of specific circumstances

While we feel these policies are prudent, we can make no assurance that this policy will be adequate to cover

future losses.

Significance of Estimates and Critical Accounting Policies

We prepare our consolidated financial statements in conformity with accounting principles generally accepted

in the United States of America, or GAAP, many of which require the use of est
that affect reported amounts. These estimates are based, in part, on our judgmen
economic conditions that we believe are reasonable based on facts and circumsty

mates, judgments and assumptions
and assumptions regarding various
nces existing at the time of

reporting. The results of these estimates affect reported amounts of assets, liabilities and accumulated other

comprehensive income at the date of the consolidated financial statements and ¢
expenses and other comprehensive income during the perieds presented.

e reported amounts of income,

Changes in the estimates and assumptions could have a material effect on these financial statements.
Accounting policies and estimates related to specific components of our consolidated financial statements are
disclosed in the notes to our consolidated financial statements. In accordance with SEC guidance, those material

accounting policies and estimates that we believe are most critical to an investor

s understanding of our financial

results and condition and which require complex management judgment are discuissed below.

Revenue Recognition. Interest income on our residential mortgage loans and
combination of the interest carned based on the outstanding principal balance of
contractual terms of the assets and the amortization of yield adjustments, princip
generally accepted interest methods. The net GAAP cost over the par balance of
investment and premium and discount associated with the purchase of mortgage
amortized into interest income over the lives of the underlying assets using the ¢f
the effects of estimated prepayments. Estimating prepayments and the remaining
investments require management judgment, which involves, among other things,
interest rate environments and an estimate of how borrowers will react to those e
performance. The actual prepayment speed and actual lives could be more or less
management at the time of origination or purchase of the assets or at each financ

Fuair Valye. Generally, the financial instruments we utilize are widely traded
market in which these financial instruments are traded. The fair values for such fi
based on market prices provided by five to seven dealers who make markets in t
value of a financial instrument is noi reasonably available from a dealer, manage

mortgage-backed securities is a

he underlying loan/security, the
lly premiums and discounts, using
self-originated loans held for
backed securities and loans are
fective yield method as adjusted for
term of our interest yield
consideration of possible future
hvironments, historical trends and
than the amount estimated by

al reporting period.

and there is a ready and liquid
ancial instruments are generally
se financial instruments. If the fair
ent estimates the fair value based

on characteristics of the security that the Company receives from the issuer and oh available market information.

In the normal course of our discontinued mortgage lending business, we entey into contractual interest rate lock

commitments, or (“IRLCs"), to extend credit to finance residential mortgages. M
IRLCs are recorded from the inception of the interest rate lock through the date tl

irk-to-market adjustments on
e underlying loan is funded. The

fair value of the IRLCs is determined by an estimate of the ultimate gain on sale ¢f the loans net of estimated net
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costs to originate the loan. To mitigate the effect of the interest rate risk inherent in issuing an [RLC from the lock-in
date to the funding date of a loan, we generally enter into forward sale loan contracts, or (“FSLCs”). Since the
FSLCs are committed prior to mortgage loan funding and thus there is no owned asset to hedge, the FSLCs in place
prior to the funding of a loan are undesignated derivatives under SFAS No. 133 and arc marked to market with
changes in fair value recorded to current earnings.

Impairment of and Basis Adjustments on Securitized Financial Assets. As previously described herein, we
regularly securitize our mortgage loans and retain the beneficial interests created. Such assets are evaluated for
impairment on a quarterly basis or, if events or changes in circumstances indicate that these assets or the underlying
collaterai may be impaired, on a more frequent basis. We evaluate whether these assets are considered impaired,
whether the impairment is other-than-temporary and, if the impairment is other-than-temporary, recognize an
impairment loss equal to the difference between the asset’s amortized cost basis and its fair value. These evaluations
require management to make estimates and judgments based on changes in market interest rates, credit ratings,
credit and delinquency data and other information to determine whether unrealized losses are reflective of credit
deterioration and our ability and intent to hold the investment to maturity or recovery. This other-than-temporary
impairment analysis requires significant management judgment and we deem this to be a critical accounting
estimate. We recorded an impairment loss of $7.4 million during 2005, because we concluded that we no longer had
the intent to hold certain lower-yielding mortgage-backed securities until their values recovered. At December 31,
2006, we have an unrealized loss of $3.85 million on the remaining securities in our portfolio, which we do not
consider to represent an other than temporary impairment.

Loan Loss Reserves on Mortgage Loans. We evaluate a reserve for loan losses based on management’s
judgment and estimate of credit losses inherent in our portfolio of residential mortgage loans held for sale and
mortgage loans held in sccuritization trusts. The estimation involves the consideration of various credit-related
factors including loans held for investment, but not limited to, current economic conditions, loan-to-value ratios,
delinquency status, historical credit losses, purchased mortgage insurance and other factors deemed to warrant
consideration. If the credit performance of any of our mortgage loans deviates from expectations, the allowance for
loan losses is adjusted to a level deemed appropriate by management to provide for estimated probable losses in the
portfolio. One of the critical assumptions used in estimating the loan loss reserve is severity. Severity represents the
expected rate of realized loss upon disposition/resolution of the collateral that has gone into foreclosure.

Securitizations. We create securitization entities as a means of either:

« creating securities backed by mortgage loans which we will continue to hold and finance that will be more
liquid than holding whole loan assets; or

« securing long-term collateralized financing for our residential mortgage loan portfolio and matching the
income eamed on residential mortgage loans with the cost of related liabilities, otherwise referred to a
match funding our balance sheet.

Residential mortgage loans are transferred to a separate bankruptcy-remote legal entity from which private-label
multi-class mortgage-backed notes are issued. On a consolidated basis, securitizations are accounted for as secured
financings as defined by SFAS No. 140, “Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities™, and, therefore, no gain or loss is recorded in connection with the securitizations.
Each securitization entity is evaluated in accordance with Financial Accounting Standards Board Interpretation, or
FiN, 46(R}, “Consolidation of Variable Interest Entities”, and we have determined that we are the primary
beneficiary of the securitization entities. As such, the securitization entities are consolidated into our consolidated
balance sheet subsequent to securitization. Residential mortgage loans transferred to securitization entities
collateralize the mortgage-backed notes issued, and, as a result, those investments are not available to us, our
creditors or stockholders. All discussions relating to securitizations are on a consolidated basis and do not
necessarily reflect the separate legal ownership of the loans by the related bankruptcy-remote legal entity.

Derivative Financial Instruments — The Company has developed risk management programs and processes,
which include investments in derivative financial instruments designed to manage market risk associated with its
mortgage banking and its mortgage-backed securities investment activities.

All derivative financial instruments are reported as either assets or liabilities in the consolidated balance sheet at
fair value. The gains and losses associated with changes in the fair value of derivatives not designated as hedges are
reported in current earnings. If the derivative is designated as a fair value hedge and is highly effective in achieving
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lue of the hedged item is adjusted

offsetting changes in the fair value of the asset or liability hedged, the recorded v3
by its change in fair value attributable to the hedged risk. If the derivative is desi

New Accounting Pronouncements — [n February 2007, the FASB issued SF
Jor Financial Assets and Financial Liabilities” (“SFAS No. 159), which provid

nated as a cash flow hedge, the
effective portion of change in the fair value of the derivative is recorded in OCI apd is recognized in the income
statement when the hedged item affects earnings. The Company calculates the effectiveness of these hedges on an
ongoing basis, and, to date, has calculated effectiveness of approximately 100%. Ineffective portions, if any, of
changes in the fair value or cash flow hedges are recognized in earnings.

No. 159, “The Fair Value Option
companies with an option to

report selected financial assets and liabilities at fair value. The objective of SFAS/No. 159 is to reduce both

complexity in accounting for financial instruments and the volatility in earnings

used by measuring related asscts

and liabilities ditferently, SFAS No. 159 establishes presentation and disclosure requirements and requires

companies to provide additional information that will help investors and other us
easily understand the effect of the company’s choice to use fair value on its earni
entities to display the fair value of those assets and liabilities for which the comp3
the face of the balance sheet. SFAS No. 159 is effective for financial statements |
after November 15, 2007 and early adoption is permitted for fiscal years beginniy
provided that the entity makes that choice in the first 120 days of the fiscal year,
for any interim period of the fiscal year of adoption and also ¢lects to apply the p
Company is in the process of analyzing the impact of SFAS No. 159 on its conso

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurem
No.157 defines fair value, establishes a framework for measuring fair value in ge
principles and expands disclosures about fair value measurements. SFAS No.157
accounting principles that require or permit fair value measurements, as this is a |
This statement does not require any new fair value measurements, We will adopt
beginning January 1, 2008. We are currently evaluating the impact of this statern
statements.

In September 2006, the SEC issued SAB No. 108, “Considering the Effects
Quantifving Misstatements in Current Year Financial Statement” (“SAB 108™),
misstatements. In summary, SAB 108 was issued to address the diversity in praci
financial statement misstatements and the related accumulation of such misstaten
balance sheet approach and an income statement approach should be used when
materiality of a potential misstatement and contains guidance for correcting errot
SAB 108 is effective for financial statements issued for fiscal years ending after

In June 2006, FASB issucd FASB Interpretation No. 48, “Accounting for U
interpretation of FASB Statement No. 109”7 (“FIN 48”). This interpretation incre
comparability of financial reporting by clarifying the way companies account for
FIN 48 prescribes a consistent recognition threshold and measurement attribute,
subsequently recognizing, derecognizing and measuring such tax pesitions for fi
interpretation also requires expanded disclosure with respect to the uncertainty if
for us on January 1, 2007. The Company does not expect the adoption of FIN 48
Company’s consolidated financial statements.

In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing
of FASB Statement No. 140.” Effective at the beginning of the first quarter of 2
newly issued statement and elected the fair value option to subsequently measurd
(“MSRs”). Under the fair value option, all changes in the fair value of MSRs argj
operations. The initial implementation of SFAS 156 did not have a material imp
statements.

In February 2006, the FASB issued SFAS No.155, “Accounting for Certain
provisions of SFAS No.155 include: (1) a broad fair value measurement option
instruments that contain an embedded derivative that would otherwise require bi
the simplest separations of interest payments and principal payments qualify for
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only strips and principal-only strips from derivative accounting under paragraph 14 of FAS No.133 (thereby
narrowing such exception); {3) a requirement that beneficial interests in securitized financial assets be analyzed to
determine whether they are freestanding derivatives or whether they are hybrid instruments that contain embedded
derivatives requiring bifurcation; (4) clarification that concentrations of credit risk in the form of subordination are
not embedded derivatives; and (5) elimination of the prohibition on a QSPE holding passive derivative financial
instruments that pertain to beneficial interests that are or contain a derivative financial instrument. In general, these
changes will reduce the operational complexity associated with bifurcating embedded derivatives, and increase the
number of beneficial interests in securitization transactions, including interest-only strips and principal-only strips,
required to be accounted for in accordance with FAS No.133. Management does not believe that SFAS No.155 will
have a material effect on the Company’s consolidated financial statements.

Overview of Performance

For the year ended December 31, 2006, we reported a net loss of $15.0 million, as compared to a net loss of
$5.3 million for the year ended December 31, 2005. The increase in net loss is attributed to a decrease in gain on
sale revenues and net interest income from our investment portfolio. Our revenues were driven largely from
mereases in interest income on investments in mortgage loans and mortgage securities (our “mortgage portfolio
management” segment). [n addition, the Company incurred a $8.3 million charge attributable to loan losses.

For the year ended December 31, 2006, total residential originations, including brokered loans, were
$2.5 billion as compared to $3.4 billion and $1.8 billion for the same period of 2005 and 2004, respectively. The
decrease in our loan origination levels for the year ended December 31, 2006 as compared to the same period of
2005 is the result of the loss of experienced loan officers to competitors as well as an overall market decline. Total
employees decreased to 616 at December 31, 2006 from 802 at December 31, 2005; full-service loan origination
locations decreased to 25 offices and 22 satelilite loan origination locations at December 31, 2006 from 28 full
service locations and 26 satellite loan origination locations at December 31, 2005.

Summary of Operations and Key Performance Measurements

For the year ended December 31, 2006, our net income was dependent upon our mortgage portfolio
management operations and the net interest (tnterest income on portfolic assets net of the interest expense and
hedging costs associated with the financing of such assets) generated from our portfolic of mortgage loans held for
investment, mortgage loans held in the securitization trusts and residential mortgage-backed securities in our
portfolio management segment. The following table presents the components of our net interest income from our
investment portfolio of mortgage securities and loans for the year ended December 31, 2006:

Average
QOutstanding Effective
Amaount Balance Rate

(Dollars in Millions}
Net Interest Income Components:
[nterest Income
Investment securities and loans held in the securitization

LSS vt e et e e e e e 5 66,973 % 1,266.4 5.29%
Amortization of premium . ... ... ... ... .. ... (2,092) 5.9 (0.16)%
Total interestincome . . ... ... ... ... ... ... ....... $ 64,881 § 1,272.3 5.13%
Interest Expense
Repurchase agreements ... ........ccvvvrnnnnns $ 62,437 § 1,201.2 5.12%
Interestrate swapsandecaps .. ... ........ .. . ... {5,884) — {0.48)%
Total interest expense. ... .............c0ouviur... $ 56,553 % 1,201.2 4.64%
Net Interest Income . . ... ... .. ... ... .. v uu..u... $ 8,328 0.49%

The key performance measures for our portfolio management activities are:
« net interest spread on the portfolio;

s  characteristics of the investments and the underlying pool of mortgage loans including but not limited to
credit quality, coupon and prepayment rates; and

« return on our mortgage asset investments and the related management of interest rate risk.
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For the year ended December 31, 2006, our net income was also dependentjupon our mortgage lending
operations and originations from our mortgage lending segment, which include the mortgage loan sales (“mortgage
banking”) and mortgage brokering activities on residential mortgages sold or brokered to third parties. Our mortgage
banking activities generate revenues in the form of gains on sales of mortgage Idans to third parties and ancillary fee
income and interest income from borrowers. Our mortgage brokering operations| generate brokering fee revenues
from third party buyers. When we retain a portion of our loan originations for our investment portfolio, we do not
realize the gain on sale premiums we would have otherwise recognized had thes¢ loans been sold to third parties and
such loans retained on our balance sheet at cost. As a result, revenues in our momgage banking segment are lower
and the book value of these assets on our balance sheet, which are accounted forlon a cost basis, will differ from
their fair market value.

A breakdown of our loan originations for the year ended December 31, ZOOﬁ follows:

Aggregate Weighted
Principal Percentage Average
Number Balance of Tota Interest Average
Description of Loans ($000°s) Princip3l Rate Loan Size

Purchase mortgages 6,485 1,484.0 54.3% 7.15%  § 228,831
Refinancings 3,837 1,060.0 41.7% 6.98% 276,267
10,322 2,544.0 10(1.0% 7.08% 246,464

Adjustable rate or hybrid 3,398 1,102.2 43.3% 6.94% 324,373
Fixed rate 6,924 1,441.8 567% 7.18% 208,230
10,322 2,544.0 10000% 7.08% 246,464

8,018 1,841.0 7214% 7.16% 229,610

2,304 703.0 2716% 6.86% 305,118

10,322 $ 2,544.0 100]0% 7.08%  § 246464

The key performance measures for our origination activities are:
»  dollar volume of mortgage loans originated;
» relative cost of the loans originated,;

» characteristics of the loans, including but not limited to the coupon and cledit quality of the loan, which
will indicate their expected vield; :

»  return on our mortgage asset investments and the related management of jinterest rate risk; and

* frequency of early payment defaults which result in loan losses.

Management’s discussion and analysis of financial condition and results of operations, along with other
portions of this report, are designed to provide information regarding our performqnce and these key performance
measurcs.

Year Ended December 31, 2006 Financial Highlights

»  Net income for the Company’s Mortgage Portfolio Management segment|totaled $6.0 million for the year
ended December 31, 2006.

+  Consolidated net loss totaled $15.0 miilion for the year ended December 31, 2006.

+  Discontinued operations net loss totaled $17.2 million net of tax for the ydar ended December 31, 2006,
Financial Condition
Balance Sheet Analysis — Asset Quality

Investment Portfolio Related Assets

Mortgage Loans Held in Securitization Trusts and Morigage Loans Held for Investment. Included in our
portfolio are adjustable-rate mortgage loans that we originated or purchased in bulk] from third parties that meet our
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investment criteria and portfolio requirements. These loans are classified as “mortgage loans held for investment”
during a period of aggregation and until the portfolio reaches a size sufficient for us to securitize such loans. If the
securitization qualifies as a financing for SFAS No. 140 purposes the loans are classified as “mortgage loans held in
securitization trusts.”

The NYMT 2006-1 securitization qualifies as a sale under SFAS No. 140, which resulted in the recording of
residual assets and mortgage servicing rights. The residual assets total $2.0 million and are included in investment
securities available for sale (see note 2 in our consolidated financial statements).

There were no Mortgage Loans Held for Investment at December 31, 2006.

The following table details Mortgage Loans Held for Investment at December 31, 2005 (dollar amounts in
thousands):

Category Par Value Coupon Carrving Value Yield

Mortgage Loans Held for Investment ..  $ 4,054 5.84% s 4,060 5.56%

The following table details Mortgage Loans Held in Securitization Trusts (dollar amounts in thousands):

Par Value Coupon Carrving Value Yield
December 31,2006 . ............... $ 584,358 5.56% $ 588,160 5.56%
December 31,2005 . .......... ..... $ 771,451 5.17% $ 776,610 5.49%

At December 31, 2006 mortgage loans held in securitization trusts totaled $588.2 million, or 45% of total
assets. Of this mortgage loan investment portfolio 100% are traditional or hybrid ARMs and 75.9% are ARM loans
that are interest only. On our hybrid ARMs, interest rate reset periods are predominately seven years or less and the
interest-only/amortization period is typically 10 years, which mitigates the “payment shock” at the time of interest
rate reset. No loans in our investment portfolio of mortgage loans are option-ARMs or ARMs with negative
amortization. '

Characteristics of Qur Mortgage Loans Held in Securitization Trusts and Retained Interest in Securitization:

The following table sets forth the composition of our loans held for investment and in securitization trusts as of
December 31, 2006 (dollar amounts in thousands):

# of Loans Par Value Carrying Value

Loan Characteristics:
Mortgage loans held in securitization trusts . . . .. ... ... .. 1,259 § 584,358 § 588,160
Retained interest in securitization (included in Investment

securitigs available forsale) . ..................... 458 249,627 23,930
Total Loans Held. . . . .. e 1,717 % 833985 % 612,090

Average High Low

General Loan Characteristics:
Original LoanBalance . . .. ........................ $ 501 $ 3,500 §$ 25
CouponRate............ ... .. ... ... ... ... ...... 5.67% 8.13% 3.88%
Gross Margin .. ... ... ... . ... 2.36% 6.50% 1.13%
Lifetime Cap. .. ...... .. . i s 11.14% 13.75% 9.00%
Original Term (Months) . ....... ... ... ... .. .... 360 360 360
Remaining Term (Months) ... .. ... ... ... ...... .. 341 351 307
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The following table sets forth the composition of our loans held for investme

ht and in securitization trusts as of

# of Loans Par Value Carrving Value
Loan Characteristics:
Mortgage loans held in securitization trusts . ... ......... 1,609 $ 771,451 % 776,610
Mortgage loans held for investment. . . .. ... ... ...... 11 4,054 4060
Total LoansHeld. .. .. ... ... ... ... .. . iio... 1,620] $ 775,505 § 780,670
Average High Low
General Loan Characteristics:
Original Loan Balance . . . .. ... ... ... .. ... ...... $ 486 | $ 3,500 § 25
CouponRate....... ... ... . ... it 5.26% 7.75% 3.00%
Gross Margin . .. ... ... . .. 2.40% 7.01% 1.13%
Lifetime Cap.......... o i i e 11.08% 13.75% 9.00%
Original Term (Months) . .......... .. ... ... ... ... 360 360 359
Remaining Term (Months} ........................ 348 360 319
December 31, December 31,
2006 2005
Percentape Percentage
Arm Loan Type
Traditional ARMS . . ... .. . e 29% 4.7%
ZIHybrid ARMs . ... e 3.8% 5.3%
M Hybrid ARMS . ..o e e e 16.8% 32.4%
S/LHybrid ARMs . ..o e 74.5% 57.3%
TAHybrnd ARMs ... e 2.0% 0.3%
Total 100.0% 100.0%
Percent of ARM loans thatare InterestOnly .. ....................... 75.9% 74.9%
Weighted average length of interestonly period . . . ... ... ... .. ... ... .. 8.0 years 8.2 years
December 31, December 31,
2006 2005
Percentage Percentage
Traditional ARMs ~ Periodic Caps
NOME. . .o 61.9% 64.5%
L o e e 8.8% 19.4%
Over 1% . .. 29.3% 16.1%
TOtal. o e e e e e e 100.0% 100.0%
December 31, December 31,
2006 2005
Percentage Percentage
Hybrid ARMs - Initial Cap
3000 0T 158, .ottt e e e 14.8% 29.6%
300%-4.00%. . . ... e e e 7.5% 10.7%
A01%-5.00%. . .. .. 76.6% 58.2%
S 0L-0.00%0. . .. e e e e 1.1%% 1.5%
Total. . . e e e e 100.0% 100.0%

40




FICO Scores

650 orless. . ... e e
651t T00. . . . e e
T 0 700, e e
T8I 10 800, o

Loan to Value (LTV)

0% 0T eSS . . . e e
S001%—60.00% ... ... ...
00 01% ~T0.00% . ...t
FOOI%% — 80,008 . ..
ROOI% and over . ... .. . e e e

Property Type

SingleFamily . .......... ... . ..
Condominium . . . .. .. ... e
Cooperative. . .. ... ... e
Planned Unit Development. .. .. ... ... ... ... .. ... . ... .....
TwotoFourFamily. .. ... ... ... . ... ... .. .. .. ..

Secondary. . ... ... . ...
R =1 o)

Documentation Type

Fult Documentation . . . . ... ... ... .
Stated Income . . . ... ... s
Stated Income/ Stated ASSELS .. . . ... e
NoDocumentation. . ... ...ttt it ettt e e

Loan Purpose

Purchase . .. ... e
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December 31,

December 31,

2006 2005
Percentage Percentage
3.8% 5.0%
16.9% 18.0%
34.0% 35.4%
41.5% 38.2%
3.8% 3.4%
100.0% 100.0%
737 733
December 31, December 31,
2006 2005
Percentage Percentage
9.8% 9.5%
8.8% 9.4%
28.1% 28.6%
51.1% 49.7%
2.2% 2.8%
100.0% 100.0%
69.4% 69.3%
December 31, December 31,
2006 2005
Percentage Percentage
52.3% 53.7%
22.9% 23.1%
3.8% 10.1%
13.0% 9.2%
3.0% 3.9%
100.0% 100.0%
December 31, December 31,
2006 2005
Percentage Percentage
85.3% 84.2%
10.7% 10.7%
4.0% 5.1%
100.0% 100.0%
December 31, December 31,
2006 2005
Percentage Percentage
70.1% 61.8%
21.3% 24.1%
71.2% 11.8%
0.9% 1.6%
0.5% 0.7%
100.0% 100.0%
December 31, December 31,
2006 2005
Percentage Percentage
57.3% 60.0%
26.1% 25.2%
16.6% 14.8%
100.0% 100.0%




Geographic Distribution: 5% or more in any one state
NY

Delinguency Status

As of December 31, 2006, we had seven delinquent loans totaling $6.8 millid
Held in Securitization Trusts. The table below shows delinquencies in our ioan pg
{dollar amounts in thousands):

December 31, December 31,

2006 2005
Percentage Percentage
26.2% 32.7%
14.4% 19.4%
6.8% 14.1%
- 5.8%
- 5.4%
52.6% 22.6%
100.0% 100.0%

n categorized as Mortgage Loans
rtfolio as of December 31, 2006

Number of Total Yo of
Delinquent Dollar Loan
Days Late Loans Amount Portfolio
30-60 . ... 1 5 166.4 0.03%
61-90 . . .. e 1 193.1 0.03%
OO+, . 5 o 6,444.5 1.10%

As of December 31, 2005, we had four delinquent loans totaling $2.0 million
Held in Securitization Trusts. The table below shows delinquencies in our loan pg
(dollar amounts in thousands):

categorized as Mortgage Loans
rtfolio as of December 31, 2005

Number of Taotal % of
Delinguent Dollar Loan
Days Late Loans Amount Portfolio
£ | % 193.1 0.02%
BL-90 . .. e e — — —
00+ o o 3 g 1,771.0 0.23%

Interest is recognized as revenue when eamned according to the terms of the mortgage loans and when, in the

opinion of management, it is collectible. The accrual of interest on loans is discor
opinion, the interest is not collectible in the normal course of business, but in no ¢
loan becomes 90 days delinquent. Interest collected on loans for which accrual hg
as income upon receipt.

tinued when, in management’s
ase beyond when payment on a
s been discontinued is recognized

Investment Securities — Available for Sale. Our securities portfolio consists of agency securities or AAA-rated

residential mortgage-backed securities. At December 31, 2006, we had no investy]
entity (other than a government sponsored agency of the U.S. Government) that i
excess of 10% of our total assets. The following tables set forth the credit characy
as of December 31, 2006 and December 31, 2005:

nent securities in a single issuer or

ad an aggregate book value in

pristics of our securities portfolio

Characteristics of Our Investment Securities (dollar amounts in thousands):

Par Carrying % of

December 31, 2006 Sponsor or Rating Value Value Portfolio Coupon Yield
Credit
Agency REMIC CMO

Floating Rate. . . .. ... FNMA/FHLMC/GNMA § 163,121 $§ 163,898 34% 6.72% 6.40%
Private Label Floating

Rate .............. AAA 22,392 22,284 5% 6.12% 6.46%
Private Label ARMs . .. AAA 287,018 284,874 58%  4.82% 5.71%
NYMT Retained

Securities . . ........ AAA-BBB 15,996 15,894 3% 5.67%  6.02%
NYMT Retained Below Investment

Securities .. .. ... ... Grade 2,767 2,002 0% 5.67% 18.35%
Total/Weighted Average. . .. ................. § 401,294 3 488,942 100%  5.54%  6.06%
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Characteristics of Our Investment Securities (dollar amounts in thousands):

Par Carrying % of

December 31, 2005 Sponsor or Rating Value Value Portfolio Coupon Yield
Credit
Agency REMIC CMO

Floatung Rate. . . ... ... FNMA/FHLMC/GNMA § 13,505 § 13,535 2% 5.56% 5.45%
FHLMC Agency ARMs. . FHLMC 91,835 61,217 13%  4.28%  3.82%
FNMA Agency ARMs. .. FNMA 298,526 297,048 41% 4.18% 3.91%
Private Label ARMs . . .. AAA 315,835 314,682 44% 4.74% 4.51%
Total/Weighted Average. .. . ................... $ 719,701 § 716,482 100% 4.47% 4.19%

The following table sets forth the stated reset periods and weighted average yields of our investment securities
at December 31, 2006 and December 31, 2005 {dollar amounts in thousands):

Less than More than 6 Months More than 24 Months
6 Months To 24 Months To 60 Months Total
Weighted Weighted Weighted Weighted
Carrying Average Carrying Average Carrying  Average Carrying Average
December 31, 2006 Value Yield Value Yield Value Yield Value Yield
Agency REMIC CMO
Floating Rate. . . .. . .. $163,898 640% § — — § — —  §163,898 6.40%
Private Label Floating
Rate .............. 22,284 6.46% — — — -— 22,284 6.46%
Private Label ARMs . . . 16,673 5.60% 78,565 5.80% 183,612 5.64% 278,850 5.68%
NYMT Retained
Securities .. ........ 6,024 7.12% — — 17,906 7.83% 23,930 7.66%
Total............... $208.,879 6.37% $78,565 3.80% $201,518 5.84% $488,962 6.06%
Less than More than 6 Months More than 24 Months
6 Months To 24 Menths To 60 Months Total
Weighted Weighted Weighted Weighted
Carrying Average Carrying  Average Carrying Average Carrying  Average
December 31, 2005 Value Yield Value Yield Value Yield Value Yi(_eld
Agency REMIC CMO
Floating Rate. . ... ... $13,535 545% $ — $ — — % 13,535 5.45%
FHLMC Agency ARMs. — — 91,217 3.82% — — 91,217 3.82%
FNMA Agency ARMs. . — — 297,048 3.91% — — 297,048 3.91%
Private Label ARMs . .. — — 57,605 422% 257,077 4.57% 314,682 4.51%
Total. .............. $13,535 5.45% $445,870 3.93% $257,077 4.57% §716,482 4.19%

Morigage Lending Related Assets

Mortgage Loans Held for Sale. Mortgage loans that we have originated but do not intend to hold for investment
and are held pending sale to investors are classified as “mortgage loans held for sale.” We had mortgage loans held
for sale of $106.9 million at December 31, 2006 as compared to $108.3 million at December 31, 2005. We use
warchouse lines of credit and loan aggregation facilities to finance our mortgage loans held for sale. Fluctuations in
mortgage loans held for sale, warchouse lines of credit, due to/from loan purchasers and related accounts are
dependent on factors such as loan production, seasonality and our investor’s ability to purchase loans on a timely
basis.

Due from Purchasers. We had amounts due from loan purchasers totaling $88.4 million at December 31, 2006
as compared to $121.8 million at December 31, 2005. Amounts due from loan purchasers are a receivable for the
principal and premium due to us for loans that have been shipped to permanent investors but for which payment has
not yet been received at period end.

Escrow Deposits — Pending Loan Closings. We had escrow deposits pending loan closing of $3.8 million at
December 31, 2006 as compared to $1.4 million at December 31, 2005. Escrow deposits pending loan closing are
advance cash fundings by us to escrow agents to be used to close loans within the next one to three business days.
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Non-Loan or Investment Assets

Cash and Cash Equivalents. We had unrestricted cash and cash equrvalent

s of $0.9 miliion at December 31,
2006 versus $9:1 million at Decembér’ 31; 2005. SR .

-y g

Prepaid and Other Assets. Prepatd and other assets totaled $20.2 mllllon as of December 31, 2006. Prepald and
other assets consist prlmanly of a deferred tax benefit of $18:4 million and ]oars held'by us-which are periding’
remedial action (such as updatmg loan doeumentatron) or whlch do not current y meet thrrd-pany investor Critetia. -

AN P vt .

Property and Equipment, Net. Property and: equrpment totaled $(a 5 mllhon as of December 31, 2006 and have
estimated lives ranging from three 1o ten years, and are stated at cost less accumulated depreciation and
amortization. Depreciation is determined in amounts sufficient to charge the cost of depreciable assets to operations
over their estimated service lives using the straight-line method. Leasehold impfovements are amortized over the

lesser of the life of the lease or service lives of the improvements using the straight-line method.

'

Balance Sheet Analysis - Financing Arrangements

Financing Arrangements, Morigage Loans Held for Saleffor Investment. We had debt outstanding on our
financing facilities which finance our mortgage loans held for sale of $173.0 mijlion at December 31, 2006 as
compared to $225.2 million at December 31, 2005. As of December 31, 2006, the current weighted average

borrowing rate on these financing facilities is 5.93%. The fluctuations in mortga
borrowings are dependent on loans we have originated during the period as well

Financing Arrangements, Portfolio Investments. We have arrangements to d
with 23 different financial institutions having a total line capacity of $5.1 billion
December 31, 2005, there were $0.8 billion and $1.2 billion, respectively, of rep
Our repurchase agreements typically have terms of 30 days. As of December 31
borrowing rate on these financing facilities is 5.37%.

pe loans held for sale and short-term
as loans we have sold outright.

nter into repurchase agreements
As of December 31, 2006 and
urchase borrowings outstanding.

12006, the current weighted average

Collateralized Debt Obligations. There were no new securitization transacti

s accounted for as a financing

it
during 2006. On December 20, 2005 we issued CDOs secured by ARM loans anfi restricted cash placed as collateral
for prefunded loans which will be replaced by ARM loans within 30 days. For fifancial reporting purposes, the
ARM loans and restricted cash held as collateral are recorded as assets of the Cor pany and the CDQ is recorded as
the Company’s debt, The transaction includes interest rate caps and are: held by the trust and recorded as an asset or

liability of the Company. The interest rate cap limits the interest rate exposure on
December 31, 2006 we have CDO outstanding of $197.4 million with an average'l

Subordinated Debentures. As of December 31, 2006, we have trust preferred
million. The securities are fully guaranteed by the Company with respect to distri

these transactions. As of
interest rate of 5.72%.

securities outstanding of $45.0
utions and amounts payable upon

liquidation, redemption or repayment. These securities are classified as subordinated debentures in the liability

scction of the Company’s consolidated balance sheet,

$25.0 million of our subordinated debentures have a floating interest rate equal to three-month LIBOR plus

3.75%, resetting quarterly (9.12% at December 31, 2006). These securities mature
called at par by the Company any time after March 15, 2010. NYMC entered into
limit the maximum interest rate cost of the trust preferred securities to 7.5%. The
agreement is five years and resets quarterly in conjunction with the reset periods g

$20 million of our subordinated debentures have a fixed interest rate equal to
July 30, 2010, at which point the interest rate is converted to a floating rate equal

until maturity. The securities mature on October 30, 2035 and may be called at par

October 30, 2010.

Derivative Assets and Liabilities. We generally hedge only the risk related to

on March 15, 2035 and may be
an interest rate cap agreement to
erm of the interest rate cap

f the trust preferred securities.

8.35% up to and including
o one-month LIBOR plus 3.95%
by the Company any time after

rate used in the variable rate index, usually a London Interbank Offered Rate, kno
rate.

In order to reduce these risks, we enter into interest rate swap agreements wh
payments in exchange for fixed rate payments, effectively converting the borrowi
into interest rate cap agreements whereby, in exchange for a fee, we are reimburs
contractually specified capped rate.
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changes in the benchmark interest
n as LIBOR, or a U.S. Treasury

eby we receive floating rate
to a fixed rate. We also enter
for interest paid in excess of a




Derivative financial instruments contain credit risk to the extent that the institutional counterparties may be
unable to meet the terms of the agreements. We minimize this risk by using multiple counterparties and limiting our
counterparties to major financial institutions with good credit ratings. In addition, we regularly monitor the potential
risk of loss with any one party resulting from this type of credit risk. Accordingly, we do not expect any material
losses as a result of default by other parties.

‘Jy

We?gmer into derivative transactions solely for risk management purposes. The decision of whether or nota
given transaction (or portion thereof) is hedged is made on a case-by-case basis, based on the risks involved and
other factors as determined by senior management, including the financial impact on income and asset valuation and
the restrictions imposed on REIT hedging activities by the Internal Revenue Code, among others. [n determining
whether to hedge a risk, we may consider whether other assets, liabilities, firm commitments and anticipated
transactions already offset or reduce the risk. All transactions undertaken as a hedge are entered into with a view
towards minimizing the potential for economic losses that could be incurred by us. Generally, all derivatives entered
into are intended to qualify as hedges in accordance with GAAP, unless specifically precluded under SFAS No. 133
Accounting for Derivative Instruments and Hedging Activities. To this end, terms of the hedges are matched closely
to the terms of hedged items.

We have also developed risk management programs and processes designed to manage market risk associated
with normal mortgage banking and mortgage-backed securities investment activities.

In the normal course of our mortgage loan origination business, we enter into contractual interest rate lock
commitments, or IRLCs, to extend credit to finance residential mortgages. These commitments, which contain fixed
expiration dates, become effective when eligible borrowers lock-in a specified interest rate within time frames
established by our origination, credit and underwriting practices. Interest rate risk arises if interest rates change
between the time of the lock-in of the rate by the borrower and the sale of the loan.

To mitigate the effect of the interest rate risk inherent in issning an IRLC from the lock-in date to the funding
date of a loan, we generally enter into forward sale loan contracts, or FSLCs. Once a loan has been funded, our risk
management objective for our mortgage loans held for sale is to protect earnings from an unexpected charge due to a
decline in value of such mortgage loans. Our strategy is to engage in a risk management program involving the
designation of FSLCs (the same FSLCs entered into at the time of the IRLC) to hedge most of our mortgage loans
held for sale.

The following table summarizes the estimated fair value of derivative assets and liabilities as of December 31,
2006 and December 31, 2005 (dollar amounts in thousands):

December 31, December 31,
2006 2005

Derivative Assets:
Continuing Operations: :
INETESLIALE CAPS . oo vttt et ettt $ 1,045 § 2,163
INEETESL TALE SWHPS . . .« . o o oottt e i e e e 621 6,383
Total derivative assets, continuing operations . . ...................... 1,660 8,546
Discontinued QOperation:
IIeTESt TAIE CADPS . & o vt vttt et ettt e e 966 1,177
Forward loan sale contracts — loan commitments . ... .................... 48 —
Forward loan sale contracts — mortgage loans held forsale .. ............... 39 —
Forward loan sale contracts — TBA securities. . . . ....................... 84 —
Interest rate lock commitments — loan commitments. . . ... .......... ... .. — 123
Total derivative assets, discontinued operation. . . . .. .................. 1,137 1,300
Total derivative assets . . . ... ... ... ... ... ... $ 2,803 § 9,846
Derivative liabilities:
Discontinued Operation:. . .. ... . ... ... . . i
Forward loan sale contracts — loan commitments . . .. .................... $ — 5 (38)
Forward loan sale contracts — mortgage loans held forsale . .. ... ... ... ... — (18)
Forward loan sale contracts — TBA securities, . . ... ..................... — (324)
Interest rate lock commitments — loan commitments. ., .. ................. (118) —
Interest rate lock commitments — mortgage loans held forsale. . ... ... ... ... (98) (14)
Total derivative liabilities, discontinued operation . . . ... ... ... ... .... $ (216) § (394)
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Balance Sheet Analysis — Stockholders’ Equity

Stockholders’ equity at December 31, 2006 was $71.6 million and included $4.4 million of net unrealized losses
on available for sale securities and cash flow hedges presented as accumulated other comprehensive income.

Securltlzatlons . - ) L

it
NYMT 2006—1 Durmg the twelve month period ended December 31, 2006 we complete.d the securitization of

approximately $277.4 million of high-credit quality, first-lien, adjustable rate mortgage and hybrid adjustable rate
mortgages. We accounted for this securitization as a non-recourse sale in accordance with SFAS 140, “Accounting
for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.”

The amount of each class of notes, together with the interest rate and credit ratings for each class are set forth
below (dollar amounts in thousands):

Approximate Moody’s/Fitch
Class Principal Amount  Interest Rate (%) Rating
1-A-1 s 6,726 5.648 Aaa/AAA
2-A-1 148,906 5.673 Aaa/AAA
2-A-2 20,143 5.673 AaalAAA
2-A-3 65,756 5.673 Aaa/AAA
2-A-4 9.275 5.673 Aal/AAA
3-A-1 16,055 5.855 AaafAAA
B-1 3,746 5.683 AaZ/AA
B-2 2,497 5.683 A2/A
B-3 1,525 5.683 Baa2/BBB
B-4 1,387 5.683 NR/BB
B-5 694 5.683 NR/B
B-6 $ 693 5.683 NR

NR-such rating agency has not been asked to rate these certificates.

During 2003, we completed three CDO transactions in which we securitized $896.9 million of our residential
mortgage loans into a series of multi-class adjustable rate securities. I the first two CDOs, we elected to retain
100% of the resultant securities and finance them through repurchase agreements. The creation of mortgage-backed
securities of our mortgage loans in this manner provides an asset with better liquidity and longer-term financing at
better rates as opposed to financing whole loans through warehouse lines. Beginning with our third CDO of self-
originated mortgage loans in December 2005, $235 million of ARM loans were permanently financed through the
issuance of securities to third parties. Because we did not retain all of the resultant securities as in prior CDQOs, this
securitization eliminated the risk of short-term financing (eliminating the asset to liability duration gap) and the
mark-to-market pricing risk inherent in financing through repurchase agreements or warehouse lines of credit; as a
result of this permanent financing we are not subject to margin calls.

We did not account for these securitizations as sales because the transactions are secured borrowings under
SFAS 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.” A
summary of the three CDOs completed in 2005 follows.

New York Mortgage Trust 2005-1. February 25, 2005 - securitization of approximately $419.0 million of high-
credit quality, first-lien, adjustable rate mortgage and hybrid adjustable rate mortgages. The amount of each class of
notes, together with the interest rate and credit ratings for each class as rated by S&P, are set forth below (dollar
amounts in thousands):

Approximate

Class Principal Amount Interest Rate S&P Rating
A $ 391,761 LIBOR +27bps AAA

M-1i 3 18,854 LIBOR + 50bps AA

M-2 3 6,075 LIBOR + 85bps A
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At the time of securitization, the weighted average loan-to-value of the mortgage loans in the trust was
approximately 68.8% and the weighted average FICO score was approximately 729. The weighted average current
loan rate of the pool of mortgage loans is approximately 5.36% and the weighted average maximum loan rate (after
periodic rate resets) is 10.62%, and weighted average months to roll of 17months with 64% tolling in 6 months.

New York Morigage Trust 2005-2. July 29, 2005 - securitization of approximately $242.9 million of high-credit
quality, first-lien, adjustable rate mortgage and hybrid adjustable rate mortgages. The amount of each class of notes,
togethér with the interest rate and credit tatings for each cldss as rated by S&P, are set forth bélow (dollar amounts
in thousands): Y e NEIER _—

Approximate e

Class Principal Amount ' i Interest Rate S&P Rating
A $ 217,126  LIBOR + 33bps AAA

M-1 $ 16,029 LIBOR + 60bps AA

M-2 h) 6,314 LIBOR + 100bps A

At the time of securitization, the weighted average loan-to-value of the mortgage loans in the trust was
approximately 69.8% and the weighted average FICO score was approximately 736. The weighted average current
loan rate of the pool of mortgage loans is approximately 5.46% and the weighted average maximum loan rate (after
periodic rate resets) 1s 11.22%.

New York Mortgage Trust 2003-3. December 20, 2005 - securitization of approximately $235.0 million of high-
credit quality, first-lien, adjustable rate mortgage and hybrid adjustable rate mortgages. The amount of each class of
notes, together with the interest rate and credit ratings for each class as rated by S&P and Moody’s, are set forth
below (dollar amounts in thousands):

Approximate S&P/Moody’s
Class Principal Amount Interest Rate Rating
A-l b 70,600 LIBOR +24bps AAA/ Aaa
A-2 h) 08,267 LIBOR +23bps AAA/Aaa
A-3 $ 10,620 LIBOR +32bps AAA/Aaa
M-1 $ 25,380 LIBOR +45bps AA+/ Aa2

M-2 $ 24,088 LIBOR +68bps AA/A2

At the time of securitization, the weighted average loan-to-value of the morigage loans in the Trust was
approximately 69.5% and the weighted average FICO score was approximately 732. The weighted average current
loan rate of the pool of mertgage loans is approximately 5.79% and the weighted average maximum loan rate (after
periodic rate resets) 15 11.58%.

Prepayment Experience

The cumulative prepayment rate (“CPR”) on our mortgage loan portfolio averaged approximately 19% during
2006 as compared to 27% during 2005. CPRs on our purchased portfolio of investment securities averaged
approximately 16% while the CPRs on loans held for investment or held in our securitization trusts averaged
approximately 22% during 2006, When prepayment expectations over the remaining life of assets increase, we have
to amortize premiums over a shorter time period resulting in a reduced yield to maturity on our investment agsets.
Conversely, if prepayment expectations decrease, the premium would be amortized over a longer period resulting in
a higher yield to maturity. We monitor our prepayment experience on a monthly basis and adjust the amortization of
our net premiums accordingly.

Results of Operations

Qur results of operations for our mortgage portfolio management segment during a given period typically
reflect the net interest spread earned on our investment portfolio of restdential morigage loans and mortgage-backed
securities. The net interest spread is impacted by factors such as our cost of financing, the interest rate our
investments are earning and our interest hedging strategies. Furthermore, the cost of originating loans held in our
portfolio, the amount of premium or discount paid on purchased portfolio investments and the prepayment rates on
portfolio investments will impact the net interest spread as such factors will be amortized over the expected term of
such investments.
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Qur results of operations for our mortgage lending segment during a given period typically reflect the total
volume of loans originated and clesed by us during that period. The volume of closed loan originations generated by
us in any period is impacted by a variety of factors, These factors include:

+  The demand for new mortgage loans. Reduced demand for mortgage loans causes closed loan origination
volume to decline. Demand for new mortgage loans is directly impacted by current interest rate trends and
other economic conditions. Rising interest rates tend to reduce demand for new mortgage loans, |
particularly lean refinancings, and falling interest rates tend to increase demand for new mortgage loans,
particularly loan refinancings.

¢ Loan refinancing and home purchase trends. As discussed above, the volume of loan refinancings tends to
increase following declines in interest rates and to decrease when interest rates rise. The volume of home
purchases is also affected by interest rates, although to a lesser extent than refinancing volume. Home
purchase trends are also affected by other cconomic changes such as inflation, improvements in the stock
market, unemployment rates and other similar factors.

»  Seasonality. Historically, according to the MBA, loan originations during late November, December,
January and February of each year are typically lower than during other months in the year due, in part, to
inclement weather, fewer business days (due to holidays and the short month of February), and the fact that
home buyers tend to purchase homes during the warmer months of the year. As a result, loan volumes tend
to be lower in the first and fourth quarters of a year than in the second and third quarters.

+  Occasional spikes in volume resulting from isolated events. Mortgage lenders may experience spikes in
loan origination volume from time to time due to non-recurring events or transactions, such as a large mass
closing of a condominium project for which a bulk end-loan commitment was negotiated.

In its February 12, 2007 Mortgage Finance Forecast, the MBA estimated that closed loan originations in the
industry declined to $3.03 trillion in 2005 and $2.51 trillion in 2006. Although not forecast, a decline in the overall
volume of closed loan originations may have a negative effect on our loan origination volume and net income.

The volume and cost of our loan production is critical to our financial results. The foans we produce generate
gains as they are sold to third parties. Loans we retain for securitization serve as collateral for our mortgage
securitics. We do not recognize gain on sale income on loans originated by us and retained in our investment
portfolio as they are recorded at cost and will generate revenues through their maturity and uitimate repayment. As
the cost basis of a retained loan is typically lower than loans purchased from third parties or already placed in a
securitization, we would expect an incremental yield increase on these loans relative to their purchased counterparts.

The cost of our production is also critical to our financial results as it is a significant factor in the gains we
recognize. In addition, the type of loan production is an important factor in recognizing gain on sale premiums.
Beginning near the end of the first quarter of 2004, cur volume of FHA loans increased. Generally, FHA loans have
lower average balances and FICO scores which are reflected in the statistics above. All FHA loans are currently and
will be in the future sold or brokered to third parties. The following table summarizes our loan production for each
quarter of 2006, 2005 and 2004.
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Aggregate Weighted

Number Principal Percentage Average Average Weighted
of Balance of Total Interest - Principal' " Average =

TR ‘ . ,Loans, {8 in millions) . . Principal ., Rate , . _Balance LTV FICO
0p6:husT G N P P AT L A e
Fourth Quarter Mt ob e T
ARME oo L o DT e 64T T 2182 737.3% 7.10% $337,270 ' 73.5 699
Fixed-rate . . ............... 1,609 353.7 604% '7.14% 7 219,835 758 712
Subtotal-non-FHA . +. .. ..~..." 2,256 . 85719 . . 91.7% .  T13% 253,514 749 707
FHA-ARM............... — —_ = — — — —
FHA — fixed-rate , . .. ........ . 83 13.7 2.3% 6.42% 164,723 946 650
Subtotal —-FHA , . .......... 83 13.7 2.3% 6.42% 164,723 94.6 650
Total ARM .. .............. 647 218.2 37.3% 7.10% 337270 735 699
Total fixed-rate . . ... ........ 1,692 3674 62.7% 7.11% 217,132 76.5 709
Total Originations .. ...... .. 2,339 § 585.6 100.0% 7.11% $250,364 754 706
Purchase mortgages. . .. ...... 1,350 §% 306.0 52.3% 7.22% $226,633 80.2 720
Refinancings . . .. ........... 906 265.9 45.4% 7.02% 293,570 688 693
Subtotal-non-FHA . . . . ... ... 2,256 571.9 97.7% 7.13% 233,514 749 707
FHA —purchase. . . .......... 71 11.3 1.9% 6.35% 159,550 969 661
FHA —refinancings . . ... ... .. 12 2.4 0.4% 6.74% 195,333 834 597
Subtotal -FHA ............ 83 13.7 2.3% 6.42% 164,723 94.6 650
Total purchase. . ............ 1,421 3173 54.2% 7.19% 223,281  B80.8 717
Total refinancings .. ......... 918 268.3 45.8% 7.02% 292286 69.0 692
Total Originations . .. .. ... .. 2,339 § 585.6 100.0% 711% $250364 754 706
Third Quarter
ARM ... . ...l 794 % 237.6 39.4% 7.27% $299,209 728 704
Fixed-rate ................. 1,709 351.1 58.2% 7.48% 205433 756 711
Subtotal-non-FHA . . . ... .... 2,503 588.7 97.6% 7.39% 235,180 74.5 708
FHA-ARM............... 3 1.2 0.2% 6.06% 423,701  96.1 681
FHA —fixed-rate . ... ........ 82 12,9 2.2% 6.61% 157,096 96.1 652
Subtotal —-FHA ... ......... 85 14.1 2.4% 6.56% 166,506 95.7 654
Total ARM ................ 797 238.8 39.6% 7.27% 299,678 729 704
Total fixed-rate .. ........... 1,791 364.0 60.4% 7.45% 203,220 764 709
Total Originations . . .. ... ... 2,588 § 602.8 100.0% 7.38% $232,925 75.0 707
Purchase mortgages .. ... .. ... 1,594 % 352.6 585 747% §221,215  79.0 718
Refinancings . .. ............ 509 236.1 39.1 7.28% 259,670 67.8 693
Subtetal-non-FHA . . ........ 2,503 588.7 97.6% 7.39% 235180 745 708
FHA —purchase. . ........... 70 11.9 2.0 6.50% 170,453 965 664
FHA - refinancings . .. .. ... .. 15 2.2 0.4 6.84% 148,087 914 604
Subtotal -FHA ... ......... 85 14.1 2.4 6.56% 166,506 95.7 654
Totalpurchase. .. ........... 1,664 364.5 60.5 7.44% 219,079 795 716
Total refinancings . ... ....... 924 238.3 39.5 7.27% 257,858 680 692
Total Originations . ... ... ... 2,588 8§ 602.8 100.0% 7.38% $232,925 75.0 707
Second Quarter
ARM .. ... ... ... ... 1,021  § 3524 47.5% 6.83% $345,116 722 711
Fixed-rate . ................ 1,687 358.8 48.4% 7.21% 212,710  75.1 713
Subtotal-non-FHA .. . ... .... 2,708 711.2 95.9% 7.02% 262,631  73.7 712
FHA-ARM............... 7 1.7 0.2% 5.60% 242250 958 608
FHA —fixed-rate . . . ......... 170 28.9 3.9% 6.32% 169950 933 662
Subtotal -FHA ............ 177 30.6 4.1% 6.28% 172,809 934 659
Total ARM . ............... 1,028 354.1 47.7% 6.829% 344415 723 711
Total fixed-rate . .. .......... 1,857 387.7 52.3% 7.14% 208,795 765 709
Total Originations .. ... ... .. 2885 § 741.8 100.0% 6.99% $257,120 74.5 710
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Purchase mortgages. . ........

Refinancings. . . ........ e
Subtotal-non-FHA ... ... .. ..

FHA —purchase. . ...........

FHA —refinancings .. ........
Subtotal -FHA .. ..........

Total purchase. . ... .........

Total refinancings . . .. .......
Total Originations . . .. ... ...

First Quarter
ARM ... ... ... ... ... ..

FHA —fixed-rate . . ..........
Subtotal -FHA ... ... . .....

Total ARM . ...............

Total fixed-rate . ... .........
Total Originations . . . .. ... ..

Purchase mortgages . . ........

Refinancings. . .. ...........
Subtotal-non-FHA . . ... .. ..

FHA —purchase. .. . .........

FHA —refinancings . . ........
Subtotal -FHA .. ..........

Total purchase. . ............

Total refinancings .. .........
Total Originations . . .. ... ...

2005:
Fourth Quarter
ARM ... ... ... oL

FHA —fixed-rate . . ..........
Subtotal -FHA . ...........

Total ARM .. ..............

Total fixed-rate . . ...........
Total Originations . . . ... . ...

Aggregate Weighted .,

Number Principal Percentage  Average Average Weighted
of Balance of Total Interest Principal .. Average
Loans ($ in_ millions) Principal Rate Ralance LTV  FICO
1,792 $ 4347 58.6%  7.10% $242,591 78.77" 720
916 276.5 37.3% 6.89% 301,836 658" 698
2,708 T11.2 95.9% 7.02% 262,631 73.7 712
108 19.2 2.6% 6.23% 178,164 966 669
69 11.4 1.5% 6.38% 164,429 8B.0 642
177 30.6 4.1% 6.28% 172,809 934 659
1,900 4539 61.2% 7.07% 238,929 794 718
985 287.9 38.8% 6.87% 292210 667 696
2885 § 741.8 101.0% 6.99% $257,120 745 710
924 % 290.6 47.3% 6.71% $314,555 716 705
1,442 299.2 48.8% 7.06% 207,519 733 712
2,366 589.8 96.1% 6.80% 249320 725 709
2 0.5 0.1% 557% 228,253 93.0 646
142 23.5 3.8% 6.13% 165,161 927 650
144 24.0 3.9% 6.12% 166,037 92.7 650
926 291.1 47.4% 6.71% 314,369 71.7 705
1,584 322.7 52.6% 6.99% 203,722 747 708
2,510 3 613.8 100.0% 6.86% $244,542 732 706
1,430 § 335.5 54.7% 6.94% $234600 772 722
936 254.3 41.4% 6.81% 271,809 66.2 692
2,366 589.8 96.1% 689% 249320 725 709
70 12.7 2.1% 6.07% 181,325 964 655
74 11.3 1.8% 6.17% 151,576 886 645
144 24.0 3.9% 6.12% 166,037 92.7 650
1,500 3482 56.7% 691% 232,144 779 719
1,010 265.6 43.3% 6.78% 263,000 67.1 690
2,510 % 613.8 100.0% 6.86% $244,542 732 106
1,321 % 452.5 35.0% 6.33% $342551 719 700
1,617 343.7 41.8% 6.79% 212,524 722 712
2,938 796.2 96.8% 6.53% 270,987 721 705
1 0.2 0.0% 580% 157,545 846 655
194 26.5 3.2% 6.06% 136,820 935 639
195 26.7 3.2% 6.06% 136,927 934 639
1,322 452.7 55.0% 6.33% 342411 720 700
1,811 370.2 45.0% 6.74% 204414 737 707
3,133 % 822.9 100.0% 6.52% $262,643 727 703
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Purchase mortgages

Refinancings

Subtotal-non-FHA
FHA - purchase
FHA - refinancings

Subtotal - FHA
Total purchase

Total refinancings

Total Originations

Third Quarter

Subtotal-non-FHA

FHA - fixed-rate

Subtotal - FHA

Total fixed-rate

Total Originations

Purchase mortgages

Refinancings

Subtotal-non-FHA
FHA - purchase
FHA - refinancings

Subtotal - FHA
Total purchase

Total refinancings

Total Originations

Second Quarter

Subtotal-non-FHA

FHA - fixed-rate

Subtotal - FHA

Total fixed-rate

Total Originations
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Aggregate Weighted .

Number Principal Percentage Average Average Weighted
of Balance of Total Interest Principal __Average
Loans ($ in milltons) Principal Rate Balance LTV FICO
1,949 426.8 51.9% 6.73% $218,995 785 716
989 369.4 44 9% 6.29% 373,447 645 692
2,938 796.2 96.8% 6.53% 270,987 72.1 705
38 6.1 0.7% 6.40% 161,278 974 649
157 20.6 2.5% 5.95% 131,033 92.1 636
195 26.7 3.2% 6.06% 136,927 934 639
1,987 433.0 52.6% 6.72% 217,891 78.8 715
1,146 389.9 47.4% 6.28% 340,237 66.0 689
3,133 822.9 100.0% 6.52% $262,643 727 703
1,727 5133 51.2% 6.10% $297,213 738 705
1,946 3922 39.1% 6.43% 201,537 732 717
3,673 9205.5 90.3% 6.25% 246,522 73.5 710
4 0.8 0.1% 5.80% 217,202 947 642
700 95.9 9.6% 5.72% 136,954 929 633
704 96.7 9.7% 572% 137410 930 633
1,731 514.1 51.3% 6.10% 297,028 738 703
2,646 488.1 48.7% 6.29% 184,451 77.1 700
4,377 1,002.2 100.0% 6.19% $228973 754 703
2,568 558.1 55.7% 6.39% $217,314 78.1 719
1,105 347 4 34.6% 6.01% 314,402 662 696
3,673 905.5 90.3% 6.25% 246,522 T35 710
71 11.7 1.2% 6.05% 165,045 963 659
633 85.0 8.5% 5.67% 134310 925 630
704 96.7 9.7% 572% 137410 93.0 633
2,639 569.8 56.9% 6.38% 215,908 785 718
1,738 4324 43.1% 594% 248811 714 683
4,377 1,002.2 100.0% 6.19% $228973 754 703
1,839 5379 57.2% 590% $292.482 727 709
1,777 337.1 35.9% 6.47% 189,732 72.7 718
3.616 875.0 93.1% 6.12% 241988 727 712
30 4.8 0.5% 5.34% 159,088 93.7 611
449 59.9 6.4% 5.97% 133,408 92.6 624
479 64.7 6.9% 5.92% 135,016 92.7 623
1,869 542.7 57.8% 5.89% 290,341 728 708
2,226 397.0 42.2% 6.39% 178,371 75.7 704
4,095 939.7 100.0% 6.10% $229,475 740 706




Aggregate Weighted
. Number Principal Percentage Average Average We'ighted

beot e of - Balance of Total Interest Principal

’ el * Loans * ' (§ in millions) - Principal __Rate Ralance LTV  FICO
Purchase morigages . . ... ... .. ‘ , 6.21% 3221657 764 720
Refinancings . . . . . .. DR 964 287.2 30.5%  5.94% 297,918 6517 695
Subtotal-non-FHA . . ... ... . ) 3,“61'6 §75.0 93.1% 6.12% 241,988 727 712
FHA —purchase. . ., .. .. e 85 13.9 1.5% 599% 163,693 963 644
FHA —refinancings . . . ....... 394 50.8 5.4% 591% 128,829 91.7 6i7
Subtotal-FHA . . ... ....... 479 64.7 6.9% 5.92% 135016 927 623
Total purchase. . .......... .. 2,737 601.7 64.0% 620% 219,857 768 719
Total refinancings .. ......... 1,358 338.0 36.0% 5.93% 248,860 69.1 684
Total Originations . . .. ..., ., 4,095 § 939.7 100.0% 6.10% $228973 74.0 706
First Quarter
ARM ... .. ... ... .. 1,313 8§ 3553 52.8% 561% $270,603 727 708
Fixed-rate . . . ..... ......... 1,274 2478 36.9% 631% 194541 714 719
Subtotal-non-FHA . .. ..., . .. 2,587 603.1 89.7% 5.90% 233,145 722 712
FHA—-ARM............... 59 9.5 1.4% 510%% 160,093 938 648
FHA - fixed-rate . . . ... ... ... 462 59.9 3.9% 585% 129,756 922 635
Subtotal - FHA .. .......... 521 69.4 10.3% 5.75% 133,191 924 637
Total ARM . .. ... .. ....... 1,372 364.8 54.2% 5.60% 265851 732 706
Total fixed-rate . .. .......... 1,736 3077 45.8% 622% 177299 755 703
Total Originations . .. .. ... .. 3108 § 672.5 100.0% 588% $216,390 743 705
Purchase morigages. . ... ... .. 1,717 % 365.9 54.4% 6.03% $213,08t 762 723
Refinancings. .. ............ 870 237.2 35.3% 569% 272,743 66.0 696
Subtotal-non-FHA . . ... .. ... 2,587 603.1 89.7% 5.90% 233145 722 712
FHA —purchase. . .. ......... 95 15.1 2.2% 5.66% 138,699 972 672
FHA —refinancings . ........, 426 54.3 8.1% 5.78% 127,503 91.0 627
Subtotal - FHA .. .. ........ 521 69.4 10.3% 5.75% 133,191 924 637
Total purchase. ... .......... 1,812 381.0 56.6% 6.02% 210,230 770 71
Total refinancings . .......... 1,296 291.5 43.4% 5.71% 225,002 70,7 683
Total Originations . . ... ... .. 3,108 § 672.5 100.0% 588% $216,390 743 705
2004:
Fourth Quarter
ARM ... 1,094 % 33041 522 % 523 %$301,765 71.1 714
Fixed-rate . . ............... 956 206.8 327 % 632 % 216,266 72.1 714
Subtotal-pon-FHA . . . ... ..., 2,050 536.9 849 % 565 % 261,893 715 714
FHA-ARM . ... .. ... ...... 150 19.5 3.0 % 320 % 136215 927 627
FHA - fixed-rate . . .......... 599 76.2 120 % 6.04 Y% 127281 920 622
Subtetal -FHA . ........... 749 95.7 15.1 % 5.87 % 127,868 92.1 623
TotalARM . .. .. ... ...... 1,244 349.6 553 % 523 % 281,080 723 709
Total fixed-rate . . ........... 1,555 283.0 447 % 624 % 181,988 775 689
Total Originations . . ., . ... .. 2,799 § 632.6 100.0 % 5.68 %$226,029 74.6 700
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Aggregate Weighted
Number Principal Percentage Average Average Weighted
of Balance of Total Interest Principal ~_Average
Loans (§ in millions) Principal Rate Balance LTV FICO
Purchase mortgages. .. ..... .. 1,426 % 3533 559 % 565 %$247,722 751 724
Refinancings. . .. ........... 624 183.6 200 % 565 9% 294278 644 694
Subtotal-non-FHA . . ... ... .. 2,050 536.9 849 % 5.65 % 261,893 715 T4
FHA —purchase. . ........... 82 13.3 2.1 % 593 % 162,494 964 647
FHA —refinancings . . ... .. ... 667 824 13.0 % 586 % 123,611 914 619
Subtotal —-FHA ... ......... 749 95.7 15.1 %  5.87 % 127868 921 623
Total purchase. . . ........... 1,508 366.6 579 % 566 9% 243,088 759 721
Total refinancings . . ......... 1,291 266.0 421 % 571 % 206,102 728 671
Total Originations . . ... ..... 2,799 % 632.6 1000 %  5.68 9%$226,029 746 700
Third Quarter
ARM ... .. e 692 % 208.9 50.3% 5.06% $301,879 70.7 718
Fixed-rate . ... ............- 639 145.7 35.1% 6.70% 228,013 71.0 714
Subtotal-non-FHA . . . ... ..., 1,331 354.6 85.4% 5.73% 266,416 70.8 716
FHA-ARM............... 52 6.8 1.6% 5.29% 130,769 922 597
FHA - fixed-rate . . .. ........ 429 54.0 13.0% 6.33% 125874 922 612
Subtotal —FHA . ........... 481 60.8 14.6% 621% 126,403 92,2 610
Total ARM ., .. ............ 744 215.7 51.9% 5.07% 289919 714 714
Total fixed-rate . . ........... 1,068 199.7 48.1% 6.60% 186,985 76.7 687
Total Originations . . ........ 1,812 § 415.4 100.0% 5.80% $229,249 739 701
Purchase mortgages . .. ....... 1,019 % 2659 64.0% 5.78% 3260942 734 725
Refinancings . . ............. 312 B3.7 21.4% 5.59% 284,295 63.1 691
Subtotal-non-FHA .. ... ... .. 1,331 354.6 85.4% 573% 266416 708 716
FHA —purchase. .. .......... 54 8.7 2.1% 6.36% 161,111 950 637
FHA —refinancings ... ....... 427 52.1 12.5% 6.18% 122,014 918 605
Subtotal -FHA ............ 481 60.83 14.6% 6.21% 126,403 922 610
Total purchase. . ... ......... 1,073 274.6 66.1% 5.80% 255,918 74.1 722
Total refinancings . .. ... ..... 739 140.8 33.9% 581% 190,528 73.7 660
Tetal Originations . . .. .. .. .. 1,812 § 4154 100.0% 5.80% $229.249 739 701
Second Quarter
ARM . ... ... 781 % 2534 49.3% 491% $324456 698 722
Fixed-rate ., . .............. 797 167.2 32.5% 631% 209,787 70.6 720
Subtotal-non-FHA .. .. .. .... 1,578 420.6 81.8% 5.47% 266,540 70.1 721
FHA-ARM ... ............ 29 4.1 0.8% 4.37% 141,379 935 653
FHA —fixed-rate . . . ....... .. 764 89.3 17.4% 587% 116,885 919 655
Subtotal—-FHA ............ 793 93.4 18.2% 5.81% 117,781 920 654
Total ARM ... ............. 310 257.5 50.1% 4.90% 317,901 701 721
Total fixed-rate . ... ........ . 1,561 256.5 49.9% 6.16% 164318 780 697
Total Originations . . .. ... ... 2,371 % 514.0 100.0% 5.53% $216,786 74.1 709
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T

Purchase mortgages . . . . . ... ..

FHA —-purchase. . .. ......... -

FHA - refinancings .. . .......
Subtotal - FHA

Total purchase. . . ...........

Total refinancings
Total Originations . . ... ... ..

First Quarter
ARM

FHA —fixed-rate . ...........
Subtotal - FHA
Total ARM

Purchase mortgages. . ... .. ...

Refinancings . ... ...........
Subtotal-non-FHA . ... ... . ..

FHA —purchase. . ., . ........

FHA —refinancings .. ... .. ...
Subtetal - FHA

Total purchase. .. ...........

Total refinancings
Total Originations . . . ..., ...

P

Aggregate Weighted

Number Principal Perceniage Average Average Weighted
of ' ) Balance " . of Total Interest Principal __Average
~_Loans . (§in millions) Principal Rate Balance LTV  FICO
Troa s 2627 F5L1%  546% $257297 748 728
557 157.9 30.7% 548% 283,483 622 711
1,578 ' ©  420.6 e 81.8% S47% 266,540 70.1 721
71 106 21%  625% 149296 961 633
722 82.8 16.1% 5.75% 114,681 914 657
793 93.4 18.2% 581% 117,781 92.0 - 654
1,092 2733 53.2% 549% 250,275 756 724
1,279 240.7 45.8% 5.37% 188,184 723 693
2,371 3 514.0 100.0% 5.53% $216,786 74.1 709
458 3% 121.8 43.0% 5.55% $265,982 B3.8 839
578 151.8 53.5% 543% 262,547 60.1 611
1,036 273.6 96.5% 548% 264,066 70.7 713
35 9.8 3.5% 448% 281,445 680 445
35 0.8 3.5% 448% 281,445 68.0 445
458 121.8 43.0% 5.55% 265,982 838 839
613 161.6 37.0% 5.38% 263,626 60.6 601
1,071 §% 283.4 100.0% 5.45% $264,633 706 703
623 § 164.2 57.9% 5.42% $263,586 741 711
413 109.4 38.6% 5.58% 264,789 655 715
1,036 273.6 96.5% 548% 264,066 707 713
27 7.8 2.8% 4.73% 289221 732 462
8 2.0 0.7% 3.55% 255,200 483 380
35 9.8 3.5% 4.48% 281,445 68.0 445
650 172.0 60.7% 539% 264,651 74.1 700
421 111.4 39.3% 554% 264,607 652 708
1,071 § 2834 100.0% 5.45% $264,633 T70.6 703

Any change in loan origination volume and other operational and financial performance results was primarily
dependent on the number of offices and our level of staffing these offices. Our personnel costs are largely variable in
that loan origination personnel are paid commissions on loan production volume and the related operations
personnel are somewhat variable in terms of have flexibility to scale operations based on volume levels. Our staffing
levels also have a high correlation to levels of expense for marketing and promotion, office supplies, data
processing, and travel and entertainment expenses. Likewise, the number of offices and branches which we operate
has a high correlation to occupancy and equipment expense.

Loanofficers. . ..............
Other employees .. ...........

Total employees

Number of sales locations. . ... ..

Other Operational Information
As of December 31,

2006 2005 % Change _ 2004 % Change
327 329 (0.6)% 344 (4.4Y%
289 473 (38.9)% 438 8.0%
616 802 (23.2)% 782 2.6%

47 54 (13.0)% 66 (18.2)%
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Results of Operations — Comparison of Years Ended December 31, 2006, 2005 and 2004

Net Income - Overview

: Comparative Net Income
- - ) " For the Year Ended December 31,
. s 2006 2005 % Change 2004 % Change
(dollar amounts in thousands) E
Net (loss)fincome. .. .........o.u. -8 (15031) §° (5,340) ... (181.5)% $ 4,947 (207.9)%
EPS (BaSIC). .+« oo e $ (083 $ (030) (1767% $ 028 (207.1)%
EPS (Diluted) . .................. 5 (0.83) $ {0.30) (176. % % 0.27 Z11.1%

For the year ended December 31, 2006, we reported net loss of $15.0 million, as compared to net loss of $5.3
million for the year ended December 31, 2005. The increase in net loss is attributable to a reduction in gain on sale
income from the mortgage lending segment as well as a reduction in net interest income from the investment
portfolio. In addition the mortgage lending segment incurred a $7.4 million charge related to loan loss reserves.

For the year ended December 31, 2005, we reported net loss of $5.3 million, as compared to net income of $4.9
million for the year ended December 31, 2004. The change in net loss is attributed to an increase in gain on sale
income and net interest income from our investment portfolio. These gains were offset by the execution of our core
business strategy to retain selected originated loans in our portfolio (thus forgoing the gain on sale premiums we
would have otherwise received when such loans are sold to third parties), an impairment charge of $7.4 million in
the fourth quarter related to $388.3 million of avaitable for sale securities that we now anticipate selling in 2006 in
order to rebalance our portfolio with higher yielding assets, one-time severance charges of $3.0 million, and
increased expenses incurred for and subsequent to the acquisition of multiple retail loan origination locations during
2004.

Comparative Net Interest Income

For the Year Ended December 31,
2006 2005 % Change 2004 % Change
{(dollar amounts in thousands)

Interest inCOME .. o oo vv e ev e $ 64,831 $ 62,725 3.4% $ 20,394 207.6%
Interestexpense. . .. ... . ... 60,097 49 852 20.6% 12,470 299.8%
Net interest income . .. ............ $ 4,784 $ 12873 (62.8y% 3 7,924 62.5%

Net interest income was $4.8 million, $12.9 million and $7.9 million for the years ended December 31, 2006,
2005 and 2004. Net interest income decreased by $8.1 million in 2006 from 2005. The change was primarily due to
an increase interest expense without the corresponding increase in interest income on the portfolio assets. In
addition, the amount invested in the investment securities portfolio and mortgage loans held in securitization trust
decreased by approximately $416.0 million as compared to December 31, 2005.

Net interest income increased by $5.0 million from 2004 to 2005 and was primarily due to an increase in
portfolio assets as the Company continued to implement its investment strategy following the PO in 2004. In
addition, the Company raised $45 million in subordinated debt during 2005 that allowed the Company to increase
the portfolio.
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Revenues

Net Interest iIncome. The following table summarizes the changes in net interest income for 2006, 2005 and
2004:
Yields Earned on Mortgage Loans and Securities and Rates on Financial Arrangements ‘f

2006 2005 2004 | 90
Average Yield/ Average Yield/ Average Yield/
Balance Amount Rate Balance Amount Rate Balance Amount Rate
($ Millions) ($ Millions) ($ Millions)

“(dollar amounts in thousands)
Interest income: '
Investment securties

and loans held in the
securitization trusts... $ 1,266.4 $ 66,973 5.29% $ 1,3474 60,988 453% § 11,0068 $ 21,338 4.24%

Loans held for

investment . ..., . — — —% 145.7 7,778 5.34% 329 723 4.09 %
Amortization of net

premium, . ... ... 55 B (2,092 (0.16)% § 147 3 (6,041) (0422 § 115 % (L667) {0.46)%
Interest income . . . . $1,2723 § 64,881 5.13% % 1,507.8 $62,725 4.16% § 1,051.2 §$ 20,394 3.89%

Interest expense:

Investment securities
and loans held in the
securitization trusts .. § 1,201.2  $ 56,553 464% $ [,283.3 $ 42,001 323% $ 9301 $11,982 2.57%

Loans held for

investment . .. ... — -— — 142.7 5847 4.04% 327 488  2.72%
Subordinated

debentures . ... .. 45.0 3,544  1.7T% 26.6 2,004 7.54% — — —
Interest expense. ... 31,2462 $60,097 476% § 14526 3 49852 339% 3 9628 § 12470 2.58%

Net interest income. . $ 261 § 4,784 037% § 552 § 12873 077% & 884 § 7924 1.31%

For our portfolie investments of investment securities, mortgage loans held for investments and loans held in
securitization trusts, our net interest spread for each quarter since we began our portfolio investment activities
follows:

Weighted
Average Average
Interest Yield on
Earning Weighted Interest
Assets Averape Earning Cost of Net Interest
As of the Quarter Ended ($ millions) Coupon Assets Funds Spread
December 31,2006 ................... $ 11110 5.53% 5.35% 5.26% 0.09%
September 30,2006. . .. ... .. ... ... $ 12876 5.50% 15.28% 5.12% 0.16%
June 30,2006 . ...... ... ... ... ... ... $ 12179 5.20% 5.08% 4.30% 0.78%
March31,2006. . .................... $ 14786 4.85% 4.75% 4.04% 0.71%
December 31,2005 ... ... ... ....... $ 1,499.0 4.84% 4.43% . 381% -0.62%
September 30,2005................... § 14940 4.69% 4.08% 31.38% 0.70%
June 30,2005 ... ... Lo $ 1,590.0 4.50% 4.06% 3.06% 1.00%
March 31,2005, ... ... .. .. ... .. ...... $ 1,479 4.39% 4.01% 2.86% 1.15%
December 31,2004 .. ................. $ 1,325.7 4.29% 3.84% 2.58% 1.26%
September 30,2004 .. .. ... ... ... .. ..., £ 7765 4.04% 3.86% 2.45% 1.41%
Coemparative Expenses
For the Year Ended December 31,
2006 2005 % Change 2004 % Change
(dollar amounts in thousands)
Salaries, commissions and benefits . .. ......... $ 714§ 1934 63.10% § 382 406.3%
Professional fees . .. ...... o nnennn., 598 853 (30.00 149 472.5%
Depreciation and amortization . .............. 276 171 614 | 17,000%
Other ... . . i e $ 82 % 1,01 (91.9% $ 45 2146.6%
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The 63.1% decrease in salaries from December 31, 2005 was primarily due to the severance paid to an
executive who left the Company during 2005. Professional fees decreased by $255 thousand or 30% ducto a
decrease in general legal advisory fees as well as and a reduction in legal fees related to public filings in 2005.
Depreciation and amortization increase was primarily due to an upgrade of computer equipment during the year. . |
Other Expense decrease of 92% is due mainly to _t}}f:r reserve chargpiincuned for the sublease of the rprevlious i

corporate headquarters. {See note 13)
o T : o 4. . s . .
It should be noted that certain expenses are shared by the Company and are included as a discontinued operation
for this presentation. y o
Income (loss) from Discontinued Operation
For the Year Ended December 31,

2006 2005 % Change 2004 % Change
{dollar amounts in thousands)

Loss from discontinued operation-net of
1. QS $(17,197) §(8,662) (98.5%  $(1,952) 343.7%

In connection with the sale of the Company’s wholesale mortgage origination platform assets on February 22,
2007 and the sale of its retail mortgage lending platform assets on March 31, 2007, we are required to classify our
Mortgage Lending segment as a discontinued operation in accordance with Statement of Financial Accounting
Standards No. 144 (see Note 12 in the notes to our consolidated financial statements).

The increase in loss from the discontinued operation of $8.5 in the year ended December 31, 2006 from the
previous year is mainty attributable to the $8.2 loan loss charge we incurred during the second half of the 2006, In
addition, the mortgage lending segment experienced decreased origination volume, increased pricing pressures and
changes in product mix which reduced overall profitability.

The following is selected financial data detail that is included in income (loss) from the discontinued operation
for the years ending December 31, 2006, 2005 and 2004:

For the Year Ended December 31,
2006 2005 % Change 2004 % Change
{doMar amounts in thousands)

Net interest inCOME . . . .. . ovvn e vnn $ 3524 § 4,499 21L.D% § 3,362 33.8%

Net interest income. For the year ending December 31, 2006 net interest income decreased by 21.7% as
compared to the previous year. This is mainly due to two factors: the first was an increase in the cost of funds during
the first six months of the year without a corresponding increase in average loan coupon and second, the overall
average amount of loans held for sale outstanding during the year was lower due to the decrease in origination
volume.

Gain on Sales of Mortgage Loans. The following table summarizes the gain on sales of mortgage loans for
2006, 2005 and 2004:

Gain on Sales of Mortgage Loans

For the Year Ended December 31,
2006 2005 % Change 2004 % Change
(dollar amounts in thousands)

Total banked loan volume . ........ $1,841,012  $2,875,288 (36.00% § 1,435,340 100.3%
Total banked loan volume —units . . . . 8,018 12,654 (36.6)% 6,882 83.9%
Banked originations retained in

portfolio . . ........ ... ... ... $ 69,739 § 555,189 (8744 § 95077 483.9%
Banked originations retained in

portfolio—units. . .............. 134 1,249 (89.3)% 187 567.9%
Net banked loan volume. ... ... ..., $1,771,273  $2,320,099 (23.1% § 1,340,263 73.1%
Net banked loan volume —units . .. .. 7.884 11,405 (30.9)% 6,695 70.45%
Gain on sales of mortgage loans . . . .. $ 17987 § 26,783 (32.8y% § 20835 28.6%
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The 32.8% decreased in 2006 banked loan volumes was due to an overall industry decline as well as increased
competition for our senior toan officers which lead to several departures. The increase in banked loan volumes
during the years ended 2005 and 2004 is due to increased loan origination personnel and branch offices as compared
to each prior year. The year ended 2005 includes fuil year utilization of increased personnel and branches while the

increases for year ended 2004 primarily occurred in the latter half of the year.
9e,

The 36% decrease in gain on sales of mortgage loans for the year ending December 31, 2006 is directly related
to the decrease in banked origination volume of 33%.

Furthermore, gain on sale revenues in 2005 and 2004 are impacted by the execution of our core business
strategy: retaining selected adjustable rate mortgages for our investment portfolio. The execution of this strategy,
which began in the third quarter of 2004 after our IPO, requires that we forgo the gain on sale premiums (revenues)
we would otherwise receive when we sell these loans to third-parties. Instead, the cost basis of these loans, which is
far lower than the loan and its associated third-party premium, is retained in our investment portfolio with the
inherent value of the loan realized over time.

For the years ended December 31, 2006, 2005 and 2004, we originated and retained $69.7 million, $555.2
million and $95.1 million respectively, of loans in our investment portfolio or in the case of 2006 deposited into a
REMIC transaction and estimate that the forgone gain on sale premium, net of the cost basis of these loans when
retained in our securitization, was $.4 millien, $7.5 million and $2.0 million, respectively.

The following table summarizes brokered loan volume, fees and related expenses for the fiscal years ended
2006, 2005 and 2004:

Brokered Loan Fees and Brokered Loan Expense
For the Year Ended December 31,

2006 2005 % Change 2004 % Change
(dollar amounts in thousands)
Total brokered loan volume . . ............ £ 7030 § 5621 25.07% § 410.1 37.1%
Total brokered loan volume — units . ... .... 2,304 2,059 11.90% 1,171 75.8%
Brokered loanfees. . ... ................ $ 10937 §9,991 9.5% § 6,895 44.9%
Brokered loanexpenses . ... ............. $ 8277 % 7,543 9.7% § 5276 43.0%

The increase in brokered loan volume for the year ended 2006 relative to a decrease in overall origination
volume for the same period is due to the discontinuance to bank sub-prime and certain other types of mortgage
products. The increase in the years ended 2005 and 2004 is due to increased loan origination personnel and branch
offices as compared to each prior year. The year ended 2005 includes full year utilization of increased personnel and
branches while the increases for year ended 2004 primarily occurred in the latter half of the year. While brokered
loan volumes have increased, brokered loan revenues have not had a correlating increase due to lower lender
rebates/premiums.

Expenses

Most of our expenses are directly correlated to our staffing levels and our number of offices:

For the Year Ended December 31,
2006 2005 % Change 2004 % Change
{dollar amounts in thousands)

Loanofficers. ....................... 327 329 (0.6)% 344 (4.4)%
Otheremployees . . ................... 289 473 (38.9% 438 8.0%
Total employees ..................... 616 802 (23.2)% 782 2.6%
Number of sales locations. . . ............ 47 54 (13.0)% 66 (18.2)%
Salariesand benefits .., .. ..., . ........ $ 21,711 § 29,045 (25.3)% $ 16,736 73.5%
Occupancy and equipment . . ... ...... ... 5,077 6,094 (16. 1% 3,519 73.2%
Marketing and promotion. . ............. 2,012 4,736 (57.5)% 3,519 34.6%
Data processing and communications . . . . .. 2,431 2,223 9.4% 1,424 56.1%
Office supplies and expenses ............ 1,896 2,312 (18.0)% 1,515 52.6%
Professional fees . . ................... 4,144 3,889 6.6% 1,856 109.5%
Depreciation and amortization . .. ........ § 2106 § 1,708 233% % 689 147.9%
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The majority of the category changes noted above is in direct correlation to the change in loan origination
volume of (36%), 100% and 16% for the years ended December 31, 2006, 2005 and 2004 respectively.

Professional Fees Expense. During the year ended December 31, 2006, we had professional fees expense of
$4.1 million as compared to $3.9 million for the same period of 2005, an increase of less than 7%. The 110%
increase in 2005 was primarily due to increase spending for costs of compliance with various regulatory and public
company requirements, such as the Sarbanes-Oxley Act of 2002 and increases in dues, licenses and permifs in states
where NYMC has a new presence.,

Off-Balance Sheet Arrangements

Since inception, we have not maintained any relationships with unconsolidated entities or financial partnerships,
such as entities often referred to as structured finance or special purpose entitics, established for the purpose of
facilitating off-batance sheet arrangements or other contractually narrow or limited purposes. Further, we have not
guaranteed any obligations of unconsolidated entities nor do we have any commitment or intent to provide funding
to any such entities. Accordingly, we are not materially exposed to any market, credit, liquidity or financing risk that
could arise if we had engaged in such relationships.

Liquidity and Capital Resources

Liquidity is a measure of our ability to meet potential cash requirements, including ongoing commitments to
repay borrowings, fund and maintain investments, pay dividends to our stockholders and other general business
needs. We recognize the need to have funds available for our operating businesses and our investment portfolio. We
plan to meet liquidity through normal operations with the goal of avoiding unplanned sales of assets or emergency
borrowing of funds.

Current market conditions relative to early payment defaults (“EPD™) On mortgage loans have made EPDs an
important factor affecting our liquidity. As more fully described in section Loan Loss Reserves on Mortgage Loans,
we are generally required to repurchase loans where the borrowers have not timely made some or all of their first
three mortgage payments. As the incidence of EPDs has recently increased dramatically, the frequency of loans we
are requested to repurchase has increased. These repurchases are predominately made with cash and the loans are
held on the balance sheet until they can be sold. EPD loans are sold at a discount to the current balance of the loan,
thus reducing our cash position.

We believe our existing cash balances and funds available under our warehouse facility and cash flows from
operations will be sufficient for our liquidity requirements for at least the next 12 months. Unused borrowing
capacity will vary as the market values of our securities vary. Our investments and assets will also generate liquidity
on an ongoing basis through mortgage principal and interest payments, pre-payments and net earnings held prior to
payment of dividends. Should our liquidity needs ever exceed the on-going or immediate sources of liquidity
discussed above, we believe that our securities could be sold to raise additional cash. At December 31, 2006, we had
no commitments for any additional financings, however we cannot ensure that we will be able to obtain any future
additional financing if and when required and on terms and conditions acceptable to us.

To finance our investment portfolio, we generally seek to borrow between eight and 12 times the amount of our
equity. At December 31, 2006 our leverage ratio, defined as total financing facilities outstanding divided by total
stockholders’ equity was 17. We, and the providers of our finance facilitics, generally view our $45.0 million of
subordinated trust preferred debentures outstanding at December 31, 2006 as a form of equity which would result in
an adjusted leverage ratio of 10 to 1.

We have arrangements to enter into repurchase agreements, a form of collateralized short-term borrowing, with
23 different financial institutions with total borrowing capacity of $5.1 billion; as of December 31, 2006 we had $0.8
billion outstanding from six of these firms. These agreements are secured by our mortgage-backed securities and
bear interest rates that have historically moved in close relationship to LIBOR. Under these repurchase agreements
the financial institutions lend money versus the market value of our mortgage-backed securities portfolio, and,
accordingly, an increase in interest rates can have a negative impact on the valuation of these securities, resulting in
a potential margin call from the financial institution. We monitor the market valuation fluctuation as well as other
liquidity needs to ensure there is adequate collateral available to meet any additional margin calls or liquidity
requirements.
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We enter into interest rate swap agreements to extend the maturity of our repurchase agreements as a
mechanism to reduce the interest rate risk of the securities portfolio. At December 31, 2006 we had $285.0 million
in interest rate swaps outstanding with two different financial institutions. The weighted average maturity of the
swaps wis 694 days at December 31, 2006, The 1mpact of the mterest swaps extends the maturlty of the repurchase "

agreements to six months - - et S e
RS ‘ Lo 0 0l 't

As of December 31 2006, the Company had threc warehouse facﬂmes totalmg $750 mllhon all of whichiwere
uncommitted.

The documents goveming‘ these faci]iiies contains a number of compensating balance requirements and
restrictive financial and other covenants that, among other things, require us to maintain a maximum ratio of total
liabilities to tangible net worth, of 20 to 1 in the case of each of the CSFB facility and the Greenwich Capital facility
and 15 to 1 in the for Deutsche Bank, as well as to comply with applicable regulatory and investor requirements.
These facilities also contain various covenants pertaining to, among other things, the maintenance of certain periodic
income threshelds and working capital, and maintenance of certain amounts of net worth. As of December 31, 2006,
the Company was in compliance with all covenants with the exception of the net income covenant on all three
facilities as well as a stockholder’s equity covenant on the CSFB facility. Waivers have been obtained from these
institutions for these matters.

The agreements also contained covenants limiting the ability of our subsidiaries to:
+ transfer or sell assets; '
e create liens on the collateral;

+  incur additional indebtedness without obtaining prior consent of lenders.

These limits may in turn restrict our ability to pay cash or stock dividends on our stock. In addition, under our
warehouse facilities, we cannot continue to finance a mortgage loan that we hoid through the warehouse facility if:

+ the loan is rejected as “unsatisfactory for purchase” by the ultimate investor and has exceeded its
permissible warehouse pertod which varies by facility;

« we fail to deliver the applicable note, mortgage or other documents evidencing the loan within the requisite
time period;

« the underlying property that secures the loan has sustained a casualty loss in excess of 5% of its appraised
value; or

+  the loan ceases to be an eligible loan (as determined pursuant to the warehouse facility agreement).

The Greenwich Capital facility is a master loan and security agreement totaling $250 million. Under this
agreement, the counterparty provides financing to us for the origination or acquisition of certain mortgage loans, to
be sold to third parties or contributed for future securitizations. We repay advances under this credit facility with a
portion of the proceeds from the sate of all mortgage-backed securities issued by the trust or other entity, along with
a portion of the proceeds resulting from permitted whole loan sales. Advances under this facility bare interest at a
floating rate initially equal to LIBOR plus a spread (starting at 0.75%) that varies depending on the types of
mortgage loans securing these facilities. As of December 31, 2006 there were no outstanding batances on the
Greenwich facility. This facility expired as of February 4, 2007.

The master loan and security agreement with Deutsche Bank Structured Products, Inc is for $300 million. Under
this agreement, the counterparty provides financing to us for the origination or acquisition of certain mortgage loans,
which then are sold to third parties or contributed for future securitizations. We will repay advances under this credit
facility with a portion of the proceeds from the sale of all mortgage-backed securities issued by the trust or other
entity, along with a portion of the proceeds resulting from permitted whole loan sales. Advances under this facility
bare interest at a floating rate initially equal to LIBOR plus a spread {starting at 0.625%) that varies depending on
the types of martgage loans securing the facility. Advances under this facility are subject to lender approval of the
mortgage loans intended for origination or acquisition, advance rates and the then ratio of our liabilities to our
tangible net worth. As of December 31, 2006 the outstanding balance of this facility was $66.2 million with the
maximum aggregate amount available for additional borrowings of $233.8 million. As of March 26, 2007, under the
terms of a termination agreement between us and the counterparty, and with no loans remaining financed by the
counterparty, this facility was terminated.
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The repurchase facility with Credit Suisse First Boston Mortgage Capital, LLC, or CSFB, at December 31, 2006
totaled $200.0 million. This facility is secured by the mortgage loans owned by the Company. Advances under this
facility bear interest at a floating rate initially equal to LIBOR plus a spread (starting at .75%) that varies depending
on the types of mortgage loans securing the facility. Additionally advance rates and terms may vary depending on
the ratio of our liabilities to our tangible net worth. As of December 31, 2006, the aggregate outstanding balance
under this facility was $106.8 million and the aggregate maximum amount available for additional borrowings was
$93 2 million. An amendment pertaining to this facility was entered into between us and the counterparty on March
23, 2007 that limited the facility 10 $120 million, and specified a termination date of June 29, 2007, at which time
we expect to have all loans currently financed with this facility to be sold, or reduced to an amount that would
enable us to pay the loans off of the facility. '

As it relates to our purchasing bulk packages of loans for securitizations going forward, we anticipate
continuing relationships with one or more of our current or previous warehouse facility providers, although no
formal agreements have been entered into at this time.

We expect that the CSFB facility will be sufficient to meet our capital and financing needs as we no longer
operate a mortgage lending business as of March 31, 2007.

As of December 31, 2006, our aggregate repurchase facility borrowings related to our discontinued operation
were $173.0 million at an average interest rate of approximately 5.93%.

As of December 31, 2006, our aggregate financing arrangements secured by portfolio investments were $815.3
million at an average interest rate of approximately 5.37%.

Our borrowings are secured by either portfolio investments or residential mortgage loans, the value of which
may move inversely with changes in interest rates. A decline in the market value of our portfolio investments or
mortgage loans investments in the future may limit our ability to borrow under these facilities or result in lenders
requiring additional collateral or initiating margin calls under our borrowing facilities. As a result, we could be
required to sell some of our investments under adverse market conditions in order to maintain liquidity. If such sales
are made at prices lower than the amortized costs of such investments, we will incur losses.

Qur ability to sell the mortgage loans we own at cost or for a premium in the secondary market so that we may
generate cash proceeds to repay borrowings under our repurchase facilities, depends on a number of factors,
including:

« the program parameters under which the loan was ori ginated under and the continuation of that program by
the investor;

« the loan’s conformity with the ultimate investors’ underwriting standards;
« the credit quality of the loans; and

« our compliance with laws and regulations as it relates to lending practices;

As it relates to loans sold previously under certain loan sale agreements, and in the event of a breach of a
representation, warranty or covenant under such agreement, or in the event of an EPD, we may be required to
repurchase some of those loans or indemnify the loan purchaser for damages caused by that breach. We have been
required to repurchase loans we have sold from time to time; these repurchases have resulted in a loss of $7.5
million in 2806.

We intend to make distributions to our stockholders to comply with the various requirements to maintain our
REIT status and to minimize or avoid corporate income tax and the nondeductible excise tax. However, differences
in timing between the recognition of REIT taxable income and the actual receipt of cash could require us to sell
assets or to borrow funds on a short-term basis to meet the REIT distribution requirements and to avoid corporate
income tax and the nondeductible excise tax.

Certain of our assets may generate substantial mismatches between REIT taxable income and available cash.
These assets could include mortgage-backed securities we hold that have been issued at a discount and require the
accrual of taxable income in advance of the receipt of cash. As a result, our REIT taxable income may exceed our
cash available for distribution and the requirement to distribute a substantial portion of our net taxable income could
cause us to:
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+  sell assets in adverse market conditions;

e  borrow on unfavorable terms;

PR

» 'distribute'amounts that would otherwise be invested i assets or repayment of debt, in order to comj)ly with
the REIT distribution requirements. o

Inflation

For the periods presented herein, inflation has been relatively low and we believe that inflation has not had a
material effect on our results of operations. The impact of inflation is primarily reflected in the increased costs of
our operations, Virtually all our assets and liabilities are financial in nature. Our consolidated financial statements
and corresponding notes thereto have been prepared in accordance with GAAP, which require the measurement of
tinancial position and operating results in terms of historical dollars without considering the changes in the relative
purchasing power of money over time due to inflation. As a result, interest rates and other facters influence our
performance far more than inflation. Inflation affects our operations primarily through its effect on interest rates,
since interest rates typically increase during periods of high infiation and decrease during periods of low inflation.
During periods of increasing interest rates, demand for mortgages and a borrower’s ability to qualify for mortgage
financing in a purchase transaction may be adversely affected. During periods of decreasing interest rates, borrowers
may prepay their mortgages, which in turn may adversely affect our yield and subsequently the value of our
portfolio of mortgage assets.

Contractual Obligations

The Company had the following contractual obligations (excluding derivative financial instruments) at
December 31, 2006:

Less Than 1t03 4to 5 After
Total 1 Year Years Years 5 Years
(3 in thousands})

Reverse repurchase agreements. . . . . . . § 818974 § 818,974 — — —
Operating leases .. ............... 9,835 2,550 4,908 2,377 —
Collateralized debt obligations(1)(2) . . . 240,944 47,690 73,701 41,665 77,888
Subordinated debentures(1) . ........ 57,156 3,594 7,198 46,364 —
Employment agreements(3) ... ...... 2,256 752 1,504 -— —
Discontinued businesses

Warechouse facilities(5) .......... 172,972 172,972 — — —

Operating leases . .. ... ......... 7,075 2,761 3,026 93] 357

Employment agreements{(4) . . .. ... 2,354 785 1,569 — —

$ 1,311,566 § 1,050,078 § 91906 & 91,337 § 78245

(1) Amounts increase interest paid during the period. Interest based on interest rates in effect on December 31,
2006.

(2) Maturities of our CDOs are dependent upon cash flows received from the underlying loans receivable. Our
estimate of their repayment is based on scheduled principal payments on the underlying loans receivable. This
estimate will ditfer from actual amounts to the extent prepayments and/or loan losses are experienced.

(3) Represents base cash compensation of David Akre and Steven Mumma.
(4) Represents base cash compensation of Steven Schnall and Joseph Fierro.
(5) Excludes interest payments as the balance changes on a daily basis.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Market risk is the exposure to loss resulting from changes in interest rates, credit spreads, foreign currency
exchange rates, commodity prices and equity prices. Because we are invested solely in U.S.-dollar denominated
instruments, primarily residential mortgage instruments, and our borrowings are also domestic and U.S. dollar
denominated, we are not subject to foreign currency exchange, or commodity and equity price risk; the primary
market risk that we are exposed to is interest rate risk and its related ancillary risks. Interest rate risk is highly
sensitive to many factors, including governmental monetary and tax policies, domestic and international economic
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and political considerations and other factors beyond our control. All of our market risk sensitive assets, liabilities
and related derivative positions are for non-trading purposes only.

Management recognizes the following primary risks associated with our business and the industry in which we
conduct business:

« Interest rate and market (fair value) risk
«  Credit spread risk

» Liquidity and funding risk

+  Prepayment risk

e Creditrisk

Interest Rate Risk

Qur primary interest rate exposure relates to the portfolio of adjustable-rate mortgage loans and mortgage-
backed securities we acquire, as well as our variable-rate borrowings and related interest rate swaps and caps.
Interest rate risk is defined as the sensitivity of our current and future earnings to interest rate volatility, variability
of spread relationships, the difference in re-pricing intervals between our assets and liabilities and the effect that
interest rates may have on our cash flows, especiaily the speed at which prepayments occur on our residential
mortgage related assets.

Changes in the general level of interest rates can affect our net interest income, which is the difference between
the interest income earned on interest earning assets and our interest expense incurred in connection with our interest
bearing debt and liabilities. Changes in interest rates can also affect, among other things, our ability to acquire loans
and securities, the value of our loans, mortgage pools and mortgage-backed securities, and our ability to realize
gains from the resale and settlement of such originated loans.

In our investment portfolio, our primary market risk is interest rate risk. Interest rate risk can be defined as the
sensitivity of our portfolio, including future earnings potential, prepayments, valuations and overall liquidity to
changes in interest rates. We attempt to manage interest rate risk by adjusting portfolio compositions, liability
maturities and utilizing interest rate derivatives including interest rate swaps and caps. Management’s goal is to
maximize the carnings potential of the portfolio while maintaining long term stable portfolio valuations.

We utilize a model based risk analysis system to assist in projecting portfolio performances over a scenario of
different interest rates. The model incorporates shifts in interest rates, changes in prepayments and other factors
impacting the valuations of our financial securities, including mortgage-backed securities, repurchase agreements,
interest rate swaps and interest rate caps.

Based on the results of this model, as of December 31, 2006, an instantaneous shift of 100 basis points in
interest rates would result in an approximate decrease in the net interest spread by 30-35 basis points as compared to
our base line projections over the next year.

The following tables set forth information about financial instruments (dollar amounts in thousands):

December 31, 2006

Notional Carrying Estimated
Amount Amount Fair Value

Investment securities available forsale . .. ... ...... ... ... h 491,293 § 488962 § 488,962
Mortgage loans held in the securitization trusts . ............ 584,358 588,160 582,504
Mortgage loans held forsale. .. ... ... ... ... ... 110,804 106,900 107,810
Commitments and contingencies:
Interest rate lock commitments — loan commitments. . ........ 104,334 (118) (118)
Forward loan sales contractS. . . .. .. oot ot ivn oo e s 142,110 171 171
INterest rate SWAPS . . oo v e e ee e it 285,000 621 621
INErESETALE CAPS . o oo v v v v oo e e e i et $ 1,540,518 % 2,011 § 2,011
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December 31, 2005

Notianal Carrying Estimated

Amount Amount Fair Value
Investment securities available forsale ... ................ $ 719,701  § 716,482 § 716,482
Morigage loans held for investment. . ... ................. 4,054 4,060 4,079
Mortgage loans held in the securitization trusts . .. .......... 771,451 776,610 775,311
Mortgage loansheld forsale. . . ....... ... ... ... ... .. .. 108,244 108,271 109,252
Commitments and contingencies:
Interest rate lock commitments — loan commitments. . ... ... .. 130,320 123 123
Interest rate lock commitments — mortgage loans held for sale. . . 108,109 {14) (14)
Forward loansalescontracts. . . .. ....... .. ... ... ........ 51,763 (380) (380)
Interest rate Swaps . .. . .. .ot 645,000 6,383 6,383
IereSt TAE CAPS « .« o o ot et e £ 1,858860 % 3,340 § 3,340

The impact of changing interest rates may be mitigated by portfolio prepayment activity that we closely monitor
and the portfolio funding strategies we employ. First, our floating rate borrowings may react to changes in interest
rates before our adjustable rate assets because the weighted average next repricing dates on the related borrowings
may have shorter time periods than that of the adjustable rate assets. Second, interest rates on adjustable rate assets
may be limited to a “periodic cap” or an increase of typically 1% or 2% per adjustment period, while our borrowings
do not have comparable limitations, Third, our adjustabie rate assets typically lag changes in the applicable interest
rate indices by 45 days, due to the notice period provided to adjustable rate borrowers when the inferest rates on
their loans are scheduled to change,

In a period of declining interest rates or nominal differences between long-term and shori-term mterest rates, the
rate of prepayment on our mortgage assets may increase. Increased prepayments would cause us to amortize any
premiums paid for our mortgage assets faster, thus resulting in a reduced net yield on our mortgage assets.
Additionally, to the extent proceeds of prepayments cannot be reinvested at a rate of interest at least equal to the rate
previously earned on such mortgage assets, our earnings may be adversely affected.

Conversely, if interest rates rise or if the differences between long-term and short-term interest rates increase
the rate of prepayment on our mortgage assets may decrease. Decreased prepayments would cause us to amortize the
premiums paid for our ARM assets over a longer time period, thus resulting in an increased net yield on our
mortgage assets. Therefore, in rising interest rate environments where prepayments are declining, not only would the
interest rate on the ARM Assets portfolio increase to re-establish a spread over the higher interest rates, but the yield
also would rise due to slower prepayments. The combined effect could mitigate other negative effects that rising
short-term interest rates might have on earnings.

Interest rates can also affect cur net return on hybrid adjustable rate (“hybrid ARM™) securities and loans net of
the cost of financing hybrid ARMs. We continually monitor and estimate the duration of our hybrid ARMs and have
a policy to hedge the financing of the hybrid ARMSs such that the net duration of the hybrid ARMs, our borrowed
funds related to such assets, and related hedging instruments ate less than one year. During a declining interest rate
environment, the prepayment of hybrid ARMs may accelerate (as borrowers may opt to refinance at a lower rate)
causing the amount of liabilities that have been extended by the use of interest rate swaps to increase relative to the
amount of hybrid ARMs, possibly resulting in a decline in our net return on hybrid ARMs as replacement hybrid
ARMSs may have a lower yield than those being prepaid. Conversely, during an increasing interest rate environment,
hybrid ARMs may prepay slower than expected, requiring us to finance a higher amount of hybrid ARMs than
originally forecast and at a time when interest rates may be higher, resulting in a decline in our net return on hybrid
ARMSs. Our exposure to changes in the prepayment speed of hybrid ARMs is mitigated by regular monitoring of the
outstanding balance of hybrid ARMs and adjusting the amounts anticipated to be outstanding in future periods and,
on a regular basis, making adjustments to the amount of our fixed-rate borrowing obligations for future periods.

Interest rate changes may also impact our net book value as our securities, certain mortgage loans and related
hedge derivatives are marked-to-market each quarter. Generally, as interest rates increase, the value of our fixed
income investments, such as mortgage loans and mortgage-backed securities, decreases and as interest rates
decrease, the value of such investments will increase. We seek to hedge to some degree changes in value attributable
to changes in interest rates by entering into interest rate swaps and other derivative instruments. In general, we
would expect that, over time, decreases in value of our portfolio attributable to interest rate changes will be offset to
some degree by increases in value of our interest rate swaps, and vice versa. However, the relationship between
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spreads on securities and spreads on swaps may vary from time to time, resulting in a net aggregate book value
increase or decline. However, unless there is a material impairment in value that would result in a payment not being
received on a security or loan, changes in the book value of our portfolio will not directly affect our recurring
earnings or our ability to make a distribution to our stockholders.

Iy .
In order to minimize the negative impacts of changes in interest rates on earnings and capital, we closely
monitor;our asset and liability mix and utilize interest rate swaps and caps, subject to the limitations imposed by the
REIT qualification tests.

Movements in interest rates can pose a major risk to us in either a rising or declining interest rate environment.
We depend on substantial borrowings to conduct our business. These borrowings are all made at variable nterest
rate terms that will increase as short term interest rates rise. Additionally, when interest rates rise, mortgage loans
held for sale and any applications in process with interest rate Jock commitments, or IRLCs, decrease in value. To
preserve the value of such loans or applications in process with IRLCs, we may enter into forward sale loan
contracts, or FSLCs, to be settled at future dates with fixed prices.

Our hedging transactions using derivative instruments also involve certain additional risks such as counterparty
credit risk, the enforceability of hedging contracts and the risk that unanticipated and significant changes in interest
rates will cause a significant loss of basis in the contract. The counterpartics to our derivative arrangements are
major financial institutions and securities dealers that are well capitalized with high credit ratings and with which we
may also have other financial relationships. While we do not anticipate nonperformance by any counterparty, we are
exposed to potential credit losses in the event the counterparty fails to perform. Our exposure to credit risk in the
event of default by a counterparty is the difference between the value of the contract and the current market price.
There can be no assurance that we will be able to adequately protect against the forgoing risks and will ultimately
realize an economic benefit that exceeds the related expenses incurred in connection with engaging in such hedging
strategies.

Credit Spread Exposure

The mortgage-backed securities we currently, and will in the future, own are also subject to spread risk. The
majority of these sccurities will be adjustable-rate securities that are valued based on a market credit spread to U.S.
Treasury security yields. In other words, their value is dependent on the yield demanded on such securities by the
market based on their credit relative to U.S. Treasury securities. Excessive supply of such securities combined with
reduced demand will generally cause the market to requirc a higher yield on such securities, resulting in the use of a
higher or wider spread over the benchmark rate (usually the applicable U.S. Treasury security yield) to value such
securities. Under such conditions, the value of our securitics portfolio would tend to decline. Conversely, if the
spread used to value such securities were to decrease or tighten, the value of our securities portfolio would tend to
increase. Such changes in the market value of our portfolio may affect our net equity, net income or cash flow
directly through their impact on unrealized gains or losses on available-for-sale securities, and therefore our ability
to realize gains on such securitics, or indirectly through their impact on our ability to borrow and access capital.

Furthermote, shifts in the U.S. Treasury vield curve, which represents the market’s expectations of future
interest rates, would also affect the yield required on our securitics and therefore their value. These shifts, or a
change in spreads, would have a similar effect on our portfolio, financial position and results of operations.

Market (Fair Value) Risk

For certain of the financial instruments that we own, fair values will not be readily available since there are no
active trading markets for these instruments as characterized by current exchanges between willing parties.
Accordingly, fair values can only be derived or estimated for these investments using various vatuation techniques,
such as computing the present value of estimated future cash flows using discount rates commensurate with the risks
involved. However, the determination of estimated future cash flows is inherently subjective and imprecise. Minor
changes in assumptions or estimation methodologies can have a material effect on these derived or estimated fair
values. These estimates and assumptions are indicative of the interest rate environments as of December 31, 2006
and do not take into consideration the effects of subsequent interest rate fluctuations.

We note that the values of our investments in mortgage-backed securities, and in derivative instruments,
primarily interest rate hedges on our debt, will be sensitive to changes in market interest rates, interest rate spreads,
credit spreads and other market factors. The value of these investments can vary and has varied materially from
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period to period. Historically, the values of our mortgage loan portfolio have tended to vary inversely with those of
its derivative instruments.

The following describes the methods and assumptions we use in estimating fair values of our financial
instruments:

Fair value estimates are rmade as of a specific point in time based on estimates using present value or other
valuation techniques. These techniques involve uncertainties and are significantly affected by the assumptions used
and the judgments made regarding risk characteristics of various financial instruments, discount rates, estimates of
future cash flows, future expected loss experience and other factors.

Changes in assumptions could significantly affect these estimates and the resulting fair values. Derived fair
value estimates cannot be substantiated by comparison to independent markets and, in many cases, could not be
realized in an immediate sale of the instrument. Also, because of differences in methodologies and assumptions used
to estimate fair values, the fair values used by us should not be compared to those of other companies.

The fair values of the Company’s residential mortgage-backed securities are generally based on market prices
provided by five to seven dealers who make markets in these financial instruments. If the fair value of a security is
not reasonably available from a dealer, management estimates the fair value based on characteristics of the security
that the Company receives from the issuer and on available market information.

The fair value of loans held for investment are determined by the loan pricing sheet which is based on internal
management pricing and third party competitors in similar products and markets.

The fair value of loan commitments to fund with agreed upon rates are estimated using the fees and rates
currently charged to enter into similar agreements, taking into account the remaining terms of the agreements and
the present creditworthiness of the counterparties. For fixed rate loan commitments, fair value also considers the
difference between current markel interest rates and the existing committed rates.

The fair value of commitments to deliver mortgages is estimated using current market prices for deater or
investor commitments relative to our existing positions.

The market risk management discussion and the amounts estimated from the analysis that follows are forward-
looking statements that assume that certain market conditions occur. Actual results may differ materially from these
projected resuits due to changes in our ARM portfolio and borrowings mix and due to developments in the domestic
and global financial and real estate markets. Developments in the financial markets include the likelihood of
changing interest rates and the relationship of various interest rates and their impact on our ARM portfolio yield,
cost of funds and cash flows. The analytical methods that we use to assess and mitigate these market risks should not
be considered projections of future events or operating performance.

As a financial institution that has only invested in U.S.-dollar denominated instruments, primarily residential
mortgage instruments, and has only borrowed money in the domestic market, we are not subject to foreign currency
exchange or commedity price risk. Rather, our market risk exposure is largely due to interest rate risk, Interest rate
risk impacts our interest income, interest expense and the market value on a targe portion of our assets and
liabilities. The management of interest rate risk attempts to maximize earnings and to preserve capital by minimizing
the negative impacts of changing market rates, asset and hability mix, and prepayment activity,

The table below presents the sensitivity of the market value of our portfolio using a discounted cash flow
simulation model. Application of this method results in an estimation of the percentage change in the market value
of our assets, liabilities and hedging instruments per 100 basis point (“bp”) shift in interest rates expressed in years -
a measure commonly referred to as duration. Positive portfolio duration indicates that the market value of the total
portfalio will decline if interest rates rise and increase if interest rates decline. The closer duration is to zero, the less
interest rate changes are expected to affect earnings. Included in the table is a ‘Base Case™ duration calculation for
an interest rate scenario that assumes future rates are those implied by the yield curve as of December 31, 2006, The
other two scenarios assume interest rates are instantaneously 100 and 200 bps higher that those implied by market
rates as of December 31, 2006.

The use of hedging insteurnents is a critical part of our interest rate risk management strategies, and the effects
of these hedging instruments on the market value of the portfolio are reflected in the model’s output. This analysis
also takes into consideration the value of options embedded in our mortgage assets including constraints on the
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repricing of the interest rate of ARM Assets resulting from periodic and lifetime cap features, as well as prepayment
options. Assets and liabilities that are not interest rate-sensitive such as cash, payment receivables, prepaid expenses,
payables and accrued expenses are excluded. The duration calculated from this model is a key measure of the
effectiveness of our interest rate risk management strategies.

Changes in assumptions including, but not limited to, volatility, mortgage and financing spreads, prepayment
behavior, defaults, as well as the timing and level of interest rate changes will affect the results of the model.
Therefore, actual results are likely to vary from modeled results.

Net Portfolio Duration

December 31, 2006
Basis point increase
Base +100 +200
Mortgage Portfolio. . ... .. ... ... o o o 0.95 years 1.33 years 1.47 years
Borrowings (including hedges) . . .. .. ... .......... .. 0.43 years 0.43 years 0.43 years
Nt e e 0.52 years 0.90 years 1.04 years

It should be noted that the model is used as a tool to identify potential risk in a changing interest rate
environment but does not include any changes in portfolio composition, financing strategies, market spreads or
changes in overall market liquidity.

Based on the assumptions used, the model output suggests a very low degree of portfolio price change given
increases in interest rates, which implies that our cash flow and earing characteristics should be relatively stable for
comparable changes in interest rates,

Although market value sensitivity analysis is widely accepted in identifying interest rate risk, it does not take
into consideration changes that may occur such as, but not limited to, changes in investment and financing
strategies, changes in market spreads, and changes in business volumes. Accordingly, we make extensive use of an
earnings simulation model to further analyze our levet of interest rate risk.

There are a number of key assumptions in our earnings simulationt model. These key assumptions include
changes in market conditions that affect interest rates, the pricing of ARM products, the availability of ARM
products, and the availability and the cost of financing for ARM products. Other key assumptions made in using the
simulation model include prepayment speeds and management’s investment, financing and hedging strategies, and
the issuance of new equity. We typically run the simulation model under a variety of hypothetical business scenarios
that may include different interest rate scenarios, different investment strategies, different prepayment possibilities
and other scenarios that provide us with a range of possible earnings outcomes in order to assess potential interest
rate risk. The assumptions used represent our estimate of the likely effect of changes in interest rates and do not
necessarily reflect actual results. The earnings simulation model takes into account periodic and lifetime caps
embedded in our ARM Assets in determining the earnings at risk.

Liguidity and Funding Risk

Liquidity is a measure of our ability to meet potential cash requirements, including ongoing commitments to
repay borrowings, fund and maintain investments, pay dividends to our stockholders and other general business
needs. We recognize the need to have funds available for our operating,. It is our policy to have adequate liquidity at
all times. We plan to meet liquidity through normal operations with the goal of avoiding unplanned sales of assets or
emergency borrowing of funds.

Our ability to hold mortgage loans held for sale require cash. Generally, we are required to have a balance of
between zero and 4% of the loan’s balance funded by the Company with cash, the balance being drawn from the
warehouse facility. Our operating cash inflows are predominately from cash flows from mortgage securities,
principal and interest on mortgage loans, and sales of originated loans.

Loans financed on our warehouse facility are subject to changing market valuations and margin calls. The
market value of our loans is dependent on a variety of economic conditions, including interest rates (and borrower
demand) and end investor desire and capacity. These values can also be affected by general tightening of credit
standards across the industry recently. There is no certainty that market values will remain constant going forward.
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To the extent the value of the loans declines significantly, we would be required to repay portions of the amounts we
have borrowed.

As it relates to our investment portfolio, derivative financial instruments we use also subject us to “margin call”
risk based on their market values. Under our interest rate swaps, we pay a fixed rate to the counterparties while they
pay us a floating rate. When floating rates are low, on a net basis we pay the counterparty and visa-versa. In a
declining interest rate environment, we would be subject to additional exposure for cash margin calls due to
accelerating prepayments of mortgage assets. However, the asset side of the balance sheet should increase in value
in a further declining interest rate scenario. Most of our interest rate swap-agreemeits provide for a bi-lateral posting
of margin, the effect being that either swap party must post margin, depending on the change in value of the swap
over time. Unlike typical unilateral posting of margin only in the direction of the swap counterparty, this provides us
with additional flexibility in meeting our liquidity requirements as we can call margin on our counterparty as swap
values increase.

Incoming cash on our mortgage loans and securities is a principal source of cash. The volume of cash depends
on, among other things, interest rates. The volume and quality of such incoming cash flows can be impacted by
severe and immediate changes in interest rates. If rates increase dramatically, our short-term funding costs will
increase quickly. While many of our investment portfolio loans are hybrid ARMs, they typically will not reset as
quickly as our funding costs creating a reduction in incoming cash flow. Our derivative financial instruments are
used to mitigate the effect of interest rate volatility.

We manage liquidity to ensure that we have the continuing ability to maintain cash flows that are adequate to
meet commitments on a timely and cost-cffective basis. Our principal sources of liquidity are the repurchase
agreement market, the issuance of CDOs, loan warehouse facilities as well as principal and interest payments from
portfolio Assets. We believe our existing cash balances and cash flows from operations will be sufficient for our
liquidity requirements for at least the next 12 months.

Prepayment Risk

When borrowers repay the principal on their mortgage loans before maturity or faster than their scheduled
amortization, the eftect is to shorten the period over which interest is earned, and therefore, reduce the cash flow and
yield on our ARM Assets. Furthermore, prepayment speeds exceeding or lower than our reasonable estimates for
similar assets, impact the effectiveness of any hedges we have in place to mitigate financing and/or fair value risk.
Generally, when market interest rates decline, borrowers have a tendency to refinance their mortgages. The higher
the interest rate a borrower currently has on his or her mortgage the more incentive he or she has to refinance the
mortgage when rates decline. Additionally, when a borrower has a low loan-to-value ratio, he or she is more likely
to do a “cash-out” refinance. Each of these factors increases the chance for higher prepayment speeds during the
term of the loan.

We mitigate prepayment risk by constantly evaluating our ARM portfolio at a range of reasonable market
prepayment speeds observed at the time for assets with a similar structure, quality and characteristics. Furthermore,
we stress-test the portfolio as to prepayment speeds and interest rate risk in order to develop an effective hedging
strategy.

For the three months ended December 31, 2006, our mortgage assets paid down at an approximate average
annualized Constant Paydown Rate (“CPR”) of 17%, compared to 21% for the three months ended September 30,
2006, to 20% for the three months ended June 30, 2006, to 19% for the three months ended March 31, 2006 and
31% for the three months ended December 31, 2005. The constant prepayment rate averaged approximately 19%
during the year ended December 31, 2006. When prepayment experience increases, we have to amortize our
premiums over a shorter time period, resulting in a reduced yield to maturity on our ARM Assets. Conversely, if
actual prepayment experience decreases, we would amortize the premium over a longer time period, resulting in a
higher yield to maturity. We monitor our prepayment experience on a monthly basis and adjust the amortization of
the net premium, as appropriate,

Credit Risk

Credit risk is the risk that we will not fully collect the principal we have invested in mortgage loans or
securities. As previously noted, we are predominately a high-quality loan originator and our underwriting guidelines
are intended to evaluate the credit history of the potential borrower, the capacity and willingness of the borrower to
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repay the loan, and the adequacy of the collateral securing the loan. Along with this however, is a growing
percentage of loans underwritten with stated income and/or stated assets. These loan types make credit risk
assessment more difficult.

We mitigate credit risk by establishing and applying criteria that identifies high-credit quality berrowers. With
regard to Ehe purchased mortgage security portfolio, we rely on the guaranties of FNMA, FHLMC, GNMA or the
AAA/AdE rating established by the Rating Agencies.

With regard to loans included in our securitization, factors such as FICO score, LTV, debt-to-income ratio, and
other borrower and collateral factors are evaluated. Credit enhancement features, such as mortgage insurance may
also be factored into the credit decision. In some instances, when the borrower exhibits strong compensating factors,
exceptions to the underwriting guidelines may be approved.

Our loans held in securitization are concentrated in geographic markets that are generally supply constrained.
We believe that these markets have less exposure to sudden declines in housing values than those markets which
have an oversupply of housing. In addition, in the supply constrained housing markets we focus on, housing values
tend to be high and, generally, underwriting standards for higher value homes require lower LTVs and thus more
owner equity further mitigating credit risk. For our mortgage sccurities that are purchased, we rely on the Fannie
Mae, Freddie Mac, Ginnie Mae and AA A-rating of the securities supplemented with additional due diligence.

Item 8. Financial Statements and Supplementary Data

The financial statements of the Company and the related notes and schedules to the financial statements,
together with the Report of Independent Registered Public Accounting Firm thereon, as required by this Item 8, are
set forth beginning on page F-1 of this annual report on Form 10-K.

Item 9, Changes in and Disagreements With Accountants on Accounting and Financial Disclosure.

None.

[tem 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures. As of the end of the period covered by this report, we
carried out an evaluation, under the supervision of and with the participation of our management, including our Co-
Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our
disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act
of 1934) as of December 31, 2006 to ensure that information required to be disclosed in the reports that we file or
submit under the Securities Exchange Act of 1934, as amended, is recorded, processed, summarized and reported
within the time periods specified in the rules and forms of the SEC, and that such information is accumulated and
communicated to our management timely. Based upon that evaluation, our management, including our Co-Chief
Executive Officer and our Chief Financial Officer, concluded that our disclosure controls and procedures were
effective as of December 31, 2006.

Management's Report on Internal Control Over Financial Reporting. Our management is responsible for
establishing and maintaining adequate internal control over financial reporting for our company, as such term is
defined in Exchange Act Rule 13a-15(f). Under the supervision and with the participation of our management,
including our principal executive officers and principal financial officer, we conducted an evaluation of the
effectiveness of our intemal control over financial reporting based on the framework set forth in “Internal Control —
Integrated Framework,” issued by the Committee of Sponsoring Organizations of the Treadway Commission
(“COS0”) and concluded that there was a material weakness in the operation of the Company’s internal control over
financial reporting as of December 31, 2006. A material weakness is a control deficiency or combination of control
deficiencies that results in more than a remote likelihood that a material misstatement of the annual or interim
financial statements will not be prevented or detected. The material weakness identified was an inadequacy in the
operation of our control activities involving the completion and review of the accounting period closing process. The
sale of substantially all of the operating assets of our mortgage lending platform to Indymac, which closed as of
March 31, 2007, significantly increased the workload demands of the existing accounting staff, thereby disrupting
the timely completion and review of the accounting period closing process. In addition, in connection with the
uncertainty of the consummation and effect of the Indymac transaction, the accounting department was affecied by
the departure of certain key accounting personnel during this time. The increased workload and decreased staff
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levels resulted in a significant number of post-closing journal entries and contributed to a request for additional time
to file our Annuat Report on Form 10-K in accordance with Rule 12b-25.

Management’s assessment of the effectiveness of our internal control over financial reporting as of December
31, 2006 has been audited by Deloitte & Touche LLP, an independent registered public accounting firm, as stated in
their report which is included herein beginning on page F-2 of this annual report on Form 10-K. el

Remediation Plan. With the closing of the Indyfnac transaction, management believes that the workload
demands on the accounting staff will be greatly reduced going forward. During thé first quarter of 2007, and in
preparation for the completion and review of the accounting period closing process for the first quarter of 2007,
management has been actively assessing the Company’s accounting needs and taking such necessary steps to retain
and hire additional accounting staff with the requisite accounting experience and skill to effectively remediate this
material weakness, Management believes that taking these steps will remediate the material weakness in internal
control over financial reporting.

Changes in Internal Control Over Financial Reporting. There have been no changes in the Company’s internal
control over financial reporting during the quarter ended December 31, 2006 that have materially affected, or are
reasonably likely to materially affect, the Company’s internal control over financial reporting. The changes in the
Company’s internal control over financial reporting described above are changes that management has implemented
during the three months ended March 31, 2007.

Item 9B. Other Information

The table below summarizes the 2006 cash incentive bonuses granted to each of the Company’s executive
officers along with 2007 contractual salaries:

2007 2006
Annual Cash
Salary(1)(3)(4) Bonus(2)
Steven B. Schnall. . . ... .. $ 434,008 § _
Chairman of the Board and Co-Chief Executive Officer(4)
David A. AKTe. . . . ... e 434,008 —_—
Co-Chief Executive Officer
Joseph V. Fiermo .. ..o e e e 350,545 —
Chief Operating Officer of NYMC(4)
Steven R MUMIMA. . .. oo e e e e $ 434,008 § 30,000

President, Co-Chief Executive Officer and Chief Financial Officer

(1) Pursuant to each of the executive officer’s employment agreements, 2007 base salaries reflect a 2.5% increase
over base salary as established in 2006.

(2) On February 5, 2007 the compensation committee of the Company’s Board of Directors granted a 2006 cash
incentive bonus to Steven R. Mumma.

(3) On March 28, 2007, the Company’s Board of Directors approved an increase in Mr Mununa’s base salary to
$434,008 upon the consummation of the Indymac transaction and his being named President and Co-Chief
Executive in addition to his title of Chief Financial Officer. Prior to April 1, 2007, Mr Mumma’s 2007
annualized salary would have been $317,954.

(4) Upon the consummation of the transaction with Indymac on March 31, 2007, Steven B. Schnall and Joseph V.
Fierro resigned from their executive positions and assumed roles with Indymac.

On December 13, 2005, NYMC Loan Corporation, a wholly owned subsidiary of New York Mortgage Trust,
Inc. (the *Company”), and the Company entered into a $300 million master repurchase agreement (the
“Agreement”) with DB Structured Products, Inc., Aspen Funding Corp. and Newport Funding Corp. {cach a
“Buyer” and collectively the “Buyers™) to finance, on a short-term basis, mortgage loans originated by The New
York Mortgage Company, LLC (“assets”). The Company guaranteed the payment and performance of NYMC Loan
Corporation, as Seller, under the Agreement. Under the Agreement, the Seller may sell assets to the Buyers and
agrees to repurchase those assets on a date certain. The purchase price for assets is generally an amount egual to the
product of the market value of the assets to be sold multiplied by a percentage of the purchase price that generally
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ranges from 75% to 98% of the asset’s market value, depending on the type of mortgage asset being financed and
whether the asset is performing or non-performing. In general, the repurchase price equals the original purchase
price plus accrued but unpaid interest. Pursuant to the terms of the Agreement, the Seller pays interest to the Buyers
at a fixed percentage over LIBOR depending on collateral type. All of the Seller’s ihterest in the transferred assets
passes to the Buyers on the purchase date. Upon receipt of the purchase price, the Buyers transfer théir ownershlp f
interests in the asset back to'thé Seller. The Agreement is a $300 million uncommitted lending facility, meaning the
Buyers must agree to each asset financed under the Agreement, If the market vaiue of an.asset financed under the
facility declines to less than the related Buyer’s purchase price (the * margm deficit™), then the Buyers may require
that the Seller transfer cash i in an amount equal to such margm deficit or. additional loans or may retain any funds
received by it to which the Seller would otherwise be entltled On Dccember l?. 2006 the facility was extended
until December 12, 2007,

The Company and the Seller are required to maintain certain routine covenants during the term of the
Agreement, including without limitation, maintaining a certain level of net worth, not exceeding a certain
indebtedness ratio, providing financial reports, not undertaking a merger or other fundamental transaction, and
maintaining a certain level of profitability. The Agreement requires that all assets subject to the facility have the
related loan documents delivered to LaSalle Bank, National Association, who holds them as a custodian so long as
they are subject to the facility.

In addition to being an uncommitted facility, if an event of default (as defined in the Agreement) occurs, the
Seller will be unable to finance assets under the facility and its obligation to repurchase assets financed under the
facility may, at the option of the Buyers, be accelerated. The definition of an event of default includes, among
others, the following events: (i) failure to pay sums due under the Agreement, (ii} failure to repurchase an asset as
required, (iii) a default on other obligations of the Company or Seller that involves the failure to pay a matured
obligation or permits the acceleration of the maturity of the obligation, {(iv) a material adverse change in the
Company’s or Seller’s property, business, or financial condition, and (v) undergoing a change in control of the
Company.

If the Seller defaults under the Agreement, then the Buyers have most standard remedies, including, demanding
all assets be repurchased and selling the assets subject to the facility. Pursuant to an amended and restated guaranty
of the Company, the Company fully and unconditionally guarantees the obligations of the Sellers under the terms of
this Agreement.

On January 3, 2006, the Company and its wholly-owned subsidiaries, The New York Mortgage Company, LLC
(“NYMC”) and New York Mortgage Funding, LLC (“NYMF”) (the Company, NYMC and NYMF, each a Seller
and together, the “Sellers™), entered into a $250 million master repurchase agreement with Greenwich Capital
Products, Inc. (“GCM”™). The terms of the agreement between the Sellers and GCM are substantialty similar to the
Agreement described above. The agreement between the Sellers and GCM is a full-recourse facility against the
Sellers and all obligations of the Sellers are joint and several. This agreement with GCM was set to expire on
December 4, 2006. On December 1, 2006, the facility was extended until January 4, 2007 and on December 22,
2006 the facility was again extended until February 4, 2007. At that time, management decided not to seek renewal
of this facility which expired on February 4, 2007.

In comnection with the sale of our mortgage banking platform to Indymac and as an inducement for certain
employees to accept employment with Indymac, on March 28, 2007, the Company’s Board of Directors approved
the acceleration of vesting of an aggregate of 46,848 performance shares and shares of restricted stock previously
awarded to non-executive employees of the company. Pursuant to this action, the awards will vest and be paid in
cash the 30th day following the closing of the Indymac transaction.

In connection with Mr. Mumma’s appointment as President and Co-Chief Executive Officer of the Company
upon consummation of the Indymac transaction, on March 28, 2007, our Board of Directors approved Amendment
No. 2 te Mr. Mumma’s employment agreement increasing his base salary in the manner set forth above. On the
same date, our Board of Directors elected Mr. Mumma to serve on the Board, effective March 31, 2007, and to stand
for election at our 2007 Annual Meeting of Shareholders in June.
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PART I1I

Item 10. Directors and Executive Officers of the Registrant and Corporate Governance
S

Information on our directors and executive officers is incorporated by reference from our Proxy Statement
(under the headings “Proposal 1: Election of Directors,” “Information on Our Board of Directors and its ¢
Committees,” “Section 16(a) Beneficial Ownership Reporting Compliance” and “Executive Officers and Significant
Employees”) to be filed with respect to our Annual Meeting of Stockholders to be held June 14, 2007 (the “2007
Proxy Statement”).

Because our common stock is listed on the NYSE, our Co-Chief Executive Officers are required to make an
annual certification to the NYSE stating that they are not aware of any violation by us of the corporate governance
listing standards of the NYSE. Our Co-Chief Executive Officers made their annual certification to that effect to the
NYSE as of June 30, 2006. In addition, we have filed, as exhibits to this Annual Report on Form 10-K, the
certifications of our principal executive officers and principal financial officer required under Section 302 of the
Sarbanes Oxley Act of 2002.

Item 11. Executive Compensation

The information presented under the headings “Compensation of Directors” and “Executive Compensation™ in
our 2007 Proxy Statement to be filed with the SEC is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

The information pres'ented under the heading “Security Ownership of Certain Beneficial Owners and
Management” in our 2007 Proxy Statement to be filed with the SEC is incorporated herein by reference.

The informaticn presented under the heading “Market for the Registrant’s Common Equity and Related
Stockholder Matters — Securities Authorized for [ssuance Under Equity Compensation Plans™ in Item 5 of Part II of
this Form 10-K is incorporated herein by reference.

Item 13. Certain Relationships and Related Party Transactions and Director Independence

The information presented under the heading “Certain Relationships and Related Party Transactions™ and
“Information on Our Board of Directors and its Committees” in our 2007 Proxy Statement to be filed with the SEC
is incorporated herein by reference.

Item 14. Principal Accountant Fees and Services

The information presented under the headings “Principal Accountant Fees and Services” and *Audit Committee
Pre-Approval Policy™ in our 2006 Proxy Statement to be filed with the SEC is incorporated herein by reference.
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PART IV

Item 15. Exhibits and Financial Statement Schedules

. P i Lo, . Lo !
(a) Financial Statements and Schedules. The following financial statements and schedules are included in this, |
TepOrts ' it , e L o ‘ IEEEES Co 1
by T O (S A Page
FINANCIAL STATEMENTS:
Report of Independent Registered Public Accounting Fim . .. ... ........... N F-2
Report of Independent Registered Public Accounting Firm . . ... F-4
Consolidated Balance Sheets .. .............. i F-5
Consolidated Statements of OPerations . . .. ... ... ... it i F-6
Consolidated Statements of Stockholders’/Members’ Equity. . ... ... . it F-7
Consolidated Statements of Cash Flows. .. . ... ... L i i e F-8
Notes to Consolidated Financial Statements. . . . ... ... .. .. i i F-10
{b) Exhibits.

The information set forth under “Exhibit Index™ below is incorporated herein by reference.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

NEW YORK MORTGAGE TRUST, INC.

Date: Apnil 2, 2007 By:/s/ David A. Akre

Name: David A. Akre
Title: Co-Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date

/s/ David A. Akre Co-Chief Executive Officer April 2, 2007
David A. Akre and Director
(Principal Executive Officer)

/s/ Steven R, Mumma President, Co-Chief Executive Officer and April 2, 2007
Steven R. Mumma Chief Financial Officer
(Principal Financial Officer)

/s/ Steven B. Schnall Chairman of the Board April 2, 2007
Steven B. Schnall

/s/ David R. Bock Director April 2, 2007
David R. Bock
/s/ Alan L. Hainey Director April 2, 2007

Alan L. Hainey

/s/ Steven G. Norcutt Director April 2, 2007
Steven G. Norcutt

/s/ Mary Dwyer Pembroke Director April 2, 2007
Mary Dwyer Pembroke

/s/ Jerome F. Sherman Director April 2, 2007
Jerome F. Sherman

/s/ Thomas W. White Director April 2, 2007
Thomas W. White
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
New York Mortgage Trust, Inc.
New York, New York

We have audited management’s assessment, included in the accompanying Management’s Report on Internal
Control Over Financial Reporting, that New York Mortgage Trust, Inc. and subsidiaries (the “Company™} did not
maintain effective internal control over financial reporting as of December 31, 2006, because of the effect of the
material weakness identified in management’s assessment based on criteria established in Internal Control-
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. The
Company’s management is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express an
opinion on management’s assessment and an opinion on the effectiveness of the Company’s internal control over
financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
{United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Qur audit included
obtaining an understanding of internal control over financial reporting, evaluating management’s assessment, testing
and evaluating the design and operating effectiveness of internal control, and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasanable basis for our opinions.

A company’s internal control over financial reporting is a process designed by, or under the supervision of, the
company’s principal executive and principal financial officers, or persons performing similar functions, and effected
by the company’s board of directors, management, and other personnel to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles. A company’s internal control over financial reporting includes those
policies and procedures that (1) periain to the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance
regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that
could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of
collusion or improper management override of controls, material misstatements due to error or fraud may not be
prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal
control over financial reporting 1o future periods are subject to the risk that the controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more
than a remote likelihood that a material misstatement of the annual or interim financial statements will not be
prevented or detected. The following material weakness in the Company’s internal control over financial reporting
has been identified and included in management’s assessment: The material weakness related to an inadequacy in
the operation of control activities relating to the completion and review of the accounting period closing process that
resulted in significant post-closing journal entries and contributed to a delay in filing of the Company’s Annual
Report on Form 10-K. This material weakness was considered in determining the nature, timing, and extent of audit
tests applied in our audit of the consolidated financial statements as of and for the year ended December 31, 2006 of
the Company, and this report does not affect our report on such financial statements,
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In our opinion, management’s assessment that the Company did not maintain effective internal control over
financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on the criteria established
in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. Also in our opinion, because of the effect of the material weakness described above on the
achievement of the objectives of the control criteria, the Company has not maintained effective internal control over
financial reporting as of December 31, 2006, based on the criteria established in Internal Conirol-Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States) the consolidated balance sheet of the Company, and the related consolidated statements of operation,
stockholders’/members’ equity, and cash flows, as of and for the year ended December 31, 2006, and our report
dated April 2, 2007 expressed an unqualified opinion on those financial statements,

/s/ DELOITTE & TOUCHE LLP

New York, New York
April 2, 2007
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
New York Mortgage Trust, [nc.
New York, New York

We have audited the accompanying consolidated balance sheets of New York Mortgage Trust, Inc. and
subsidiaries (the “Company™) as of December 31, 2006 and 2003, and the related consolidated statements of
operations, stockholders’/members’ equity, and cash flows for each of the three years in the period ended
December 31, 2006. These financial statements are the responsibility of the Company’s management. Qur
responsibility is to express an opinion on the financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An aundit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of New York Mortgage Trust, Inc. and subsidiaries as of December 31, 2006 and 2005, and the results of
their operations and their cash flows for each of the three years in the period ended December 31, 2006, in
conformity with accounting principles generally accepted in the United States of America.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
{United States), the effectiveness of the Company’s internal control over financial reporting as of December 31,
2006, based on the criteria established in Internal Control-Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission and our report dated April 2, 2007 expressed an unqualified
opinion on management’s assessment of the effectiveness of the Company’s internal control over financial reporting
and an adverse opinion on the effectiveness of the Company’s internal control over financial reporting because of a

material weakness.

/s DELOITTE & TOUCHE LLP
New York, New York
April 2, 2007




NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(Dollar amounts in thousands)

December 31, December 31,
2006 2005
ASSETS
Cashandcashequivalents ........ ... ... ... ... .. it $ 969 § 9,056
Restricted cash . ... .. . 0 2,086 4,949
Investment securities — available forsale . . .. ... ... .. .. . e 488,962 716,482
Accounts and accrued interestreceivable. .. . ... .. L o i 5,189 9,899
Mortgage loans held in securitization trusts . .. ... ... .. s 588,160 776,610
Mortgage loans held forinvestment, . ... ... ... ... . ... oo nlL — 4,060
Prepaid and otherassets . ... ... ... .. ... ... .. e 20,951 12,820
DErIVALIVE GSSELS . . . . . o o o i e e e e e 1,666 8,546
Assets related to discontinued operation .. ... ... ..o e 214,925 248,871
O A] ASSES . . vttt e e e e e e e e $ 1322908 $ 1,791,293
LIABILITIES AND STOCKHOLDERS’ EQUITY

Liabilities:
Financing arrangements, portfolio investments. .. ......... ... .. ... ...... $ 815313 § 1,166,499
Financing arrangements, loans held for sale/for investment. .. .............. — 3,969
Collateralized debt obligations . . ......... ... . ... ... .. . . .. i .. 197,447 228,226
Accounts payable and accrued expenses . ... ... ... L 5,575 14,521
Subordinated debentures . . . . .. .o e e e e 45,000 45,000
Other liabilities . . .. ... vt e e 14 195
Liabilities related to discontinued operation. .. ... .. o it 187,987 231,925
Total Habilities .. . .. .. o e 1,251,336 1,690,335
Commitments and Contingencies
Stockholders’ Equity:
Common stock, $0.01 par value, 400,000,000 shares authorized 18,325,187 shares

issued and 18,077,880 outstanding at December 31, 2006 and 18,258,221 shares

issued and 17,953,674 outstanding at December 31,2005. . ............... 183 183
Additional paid-incapital . . ... ... .. L 99,509 107,573
Accumulated other comprehensive (loss)income . . ... ... .. e (4,381) 1,910
Accumulated deficit. . . . .. .0 e s {23,739) (8,708)
Total stockholders’ equity . ... ... ... . ... i 71,572 100,958
Total Liabilities and Stockholders® Equity . . . ... ... ... ... ......... $ 1,322908 § 1,791,293

See notes to consolidated financial statements.
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
{Dollar amounts in thousands, except per share data)

For the Year Ended December 31,

2006 2005 2004
Revenues:
Interest income:
Investment securities and loans held in securitization trusts. ..  $ 64,881 % 55,050 § 19,671
Loans held forinvestment .. .. ...................... — 7,675 723
Total interestincome . . . ... ... ... . . . 64,881 62,725 20,394
Interest expense:
Investment securities and loans held in securitization trusts. . . 56,553 42.001 11,982
Loans held forinvestment .. ........................ — 5,847 488
Subordinated debentures ... ....... .. ... ... . ... .. ... 3,544 2,004 —
Total interest expense. - .. ... ...ttt 60,097 49,852 12,470
Net INtereSt iNCOME .« -« . v vt e et et e et et e et e e e e 4,784 12,873 7,924
Other (expense} income:
Loan JosSses . . . . oo i (57 —_ —
(Loss) gain on sale of securities and related hedges . ... .... (529) 2,207 167
Impairment loss on investment securities, .. ... .......... — {7,440) —
Miscellaneous income . . . .. ... ... ... L . — ] —_
Total other (expense)income . . ... ..................... (586) (5,232) 167
Expenses:
Salaries, commissions and benefits . . .. .. ......... ..... 714 1,934 382
Occupancy andequipment . . . . ... ................... 1 50 422
Marketing and promotion. . .. ... ... ... ... 78 124 14
Data processing and communications . . ................ 230 149 174
Office supplies and expenses .. . .......... ... oo .. 24 21 4
Professional fees . .. .......... ... .. ... ... ... .. .. .. 598 853 149
Travel and entertainment . .. ........... ... .......... 29 6 1
Depreciation and amortization . .. .................... 276 171 1
Other . . e e 82 1,011 45
Total eXpenses. . .. ... o e 2,032 4319 1,192
income from continuing operations. . . ................... 2,166 3,322 6,399
Loss from discontinued operation —netoftax ... ........... {17,197) (8,662) {1,952)
Net(Loss)/Income .. ............................... 3 (15,031) § (5,340) § 4,947
Basic (loss)/income pershare . . ....... ... ... ... ...... 3 (0.83) § (0.30) $ 0.28
Diluted (lossYincome pershare. . .. ..................... 3 (0.83) § {0.30) $ 0.27
Weighted average shares outstanding-basic(1) .. ............ 18,038 17,873 17,797
Weighted average shares outstanding-diluted(1). . . .. .. ... ... 18,038 17,873 18,115

(1} Weighted average shares outstanding-basic and diluted assume the shares outstanding upon the Company’s

June 2004 initial public offering were outstanding for the full year.

See notes to consolidated financiul statements.
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NEW YORK MORTGAGE TRUST, INC, AND SUBSIDIARIES

STATEMENTS OF STOCKHOLDERS*/MEMBERS’ EQUITY
For the Years Ended December 31, 2006, 2005 and 2004
(Dollar amounts in thousands)

Stockholders’/  Accumulated

Additional Members’ Other Comprehensive
Common Paid-In Equity Comprehensive Income
Stock Capital (Deficit) Income (Loss) (Loss) Total
BALANCE, JANUARY 1, 2004

— Members’ Deficit ... ... .. $ — 3 — § (1,339 § 865 $ — § (479
Netincome.............. — — 4,947 — 4,947 4,947
Contributions . ........... — — 2,310 — _— 2,310
Distributions. .. .......... — — (3,135) — — (3,135)
Forfeiture of 47,680 escrowed

shares. . ............... — (493) — — (493)
Dividends declared . . ... ... - (4,470) (2,783) — — (7,253)
Initial public offering —

Commonstock . ......... 181 121,910 — — — 122,091
Restricted stock. . . ........ — 1,743 — — —_ 1,743
Performance shares . . ... ... — 249 — — — 249
Stockoptions . . .......... — 106 — — — 106
Decrease in net unrealized gain

on available for sale securities — — — (3,836) (3,836) (3,836}
Increase derivative instruments — — — 3,227 3,227 3,227
Comprehensive income . . . .. — — — — $ 4338 —

BALANCE, DECEMBER 31,

2004 — Stockholders’ Equity. . 181 119,045 0 256 — 119,482
Netloss .......... ... ... — — (5,340) — 8 (5,340) (5,340)
Dividends declared . ... . ... — (13,375 (3,368) — —  (16,743)
Restricted stock. . ... ...... 2 1,310 — — — 1,312
Performance shares . . ... ... — 549 — — — 549
Stock options .. .......... — 44 — — — 44
Decrease in net unrealized gain

on available for sale securities — — — (1,130) (1,130) (1,130)
Increase derivative instruments — — — 2,784 2,784 2,784
Comprehensive loss. . ... ... — — — — ¥ (3,686) —

BALANCE, DECEMBER 31,

2005 — Stockholders’ Equity. . 183 107,573 (8,708) 1,910 100,958
Netloss ................ — — (15,031) — §  (15031) (15,031
Dividends declared . . ... ... — (8,595) — — — (8,595)
Repurchase of common stock . (1) (299) — — — (300)
Restricted stock. . ... ... ... 1 819 — —_ —_ 820
Performance shares . . . ... .. — 8 — — — R
Stock options ............ — 3 — —_— — 3
.Decrease in net unrealized gain

on available for sale securities — —_ — {879) (879) (879)
Decrease in derivative

instruments. . ........... — —_ — (5,412) (5:412) (5,412)
Comprehensive loss. . ... ... — — — — &  (21,322) —

BALANCE, DECEMBER 31,
2006 — Stockholders’ Equity. . $§ 183 § 99,509 § (23,739 § (4,381) $ 71,572

See notes to consolidated financial siatements.
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Dollar amounts in thousands)

For the Years Ended December 31,

2006 2005 2004
Cash Flows From Operating Activities:
Net (lossy/income. .. ... ... o, $ (15,031) § (5,340) § 4,947
Adjustments to reconcile net (loss)/income to net cash provided
by (used in) operating activities: . . . ........... .. ... ...
Depreciation and amortization 2,106 1,716 690
Amortization of premium on investment securities and
mortgage loans . . . ...... ... ... . ., 2,483 6,269 1,667
Loss on sale of current period securitized loans . . ... .. ... 747 — —
Gain (loss) on sale of securities and related hedges. . ... ... 529 (2,207) (939)
Impairment loss on investment securities. . .. ........... — 7,440 —
Stock compensation expense .. ............0iiu..... 832 1,905 2,099
Forfeited shares-noncash. . ........................ — (493)
Change in value of derivatives . .. ................... 289 (3,155) (314)
Loanlosses. . ... ... i 6,800 — —
Minority interest eXpense. . .. ........ it (26) — —
Lossonsaleof fixedassets. . ....................... -— 27 —
{Increase) decrease in operating assets:
Purchase of mortgage loans held forsale. .. ............ (222,907 — —
Origination of mortgage loans held forsale . .. .......... (1,841,011) (2,316,734) (1,435,340)
Proceeds from sales of mortgageloans ... ............, 2,059,981 2,293,848 1,386,124
Deferredtax benefit. .. .. ... ... .. ... .. .. ... ... (8,454) (8,549) (1,309)
Due from loanpurchasers. . . ....................... 33,462 (41,909 (21,042}
Escrow deposits-pending loan closings . . . ............. (2,380) 14,802 (16,236)
Accounts and accrued interest receivable. . . .. ... ... ... . 7,188 714 (12,846)
Prepaid and otherassets. ... ........... .. ... ..., (1,586) (3,987) (2,211)
Increase (decrease} in operating liabilities:
Duetoloanpurchasers. . .......................... 4,209 1,301 (403)
Accounts payable and accrued expenses . .. ... .. ... . ... (7,957) 3,850 12,170
Other liabilities. .. ........ ... ... ... ... ... ..., (453) (4,100) 4,553
Net cash provided by (used in) operating activities. . . . .. .. 18,781 (53,969) {78,883)
Cash Flows From Investing Activities:
Restrictedcash .. ... ... ... . ... ... ... . ... . ..., 2,317 (3,126) (2,124)
Sale of investment securities. . . . . ......... ... ... _ 225326 197,350
Purchase of investment securities . . .................. (388,398) (148,150) (1,533,511)
Purchase of mortgage loans held in securitization trusts . . . . — (167,097) —
Principal repayments received on loans held in securitization
1 g1 A 191,673 120,835 —_
Proceeds from sale of investment securities. . ... ..... ... 452,780 — —
Purchase of mortgage loans held for investment. . .. .. .. .. — — (94,767)
Origination of mortgage ioans held for investment. .. ... .. — (558,554) (95,386)
Proceeds from sale of marketable securities. . . ... ... .. .. — — 3,580
Principal paydown on investment securities. . ... ... . ... 162,185 399,694 126,944
Payments received on loans held for investment. . . . ... ... — 13,279 —
Purchases of property andequipment . .. .............. (1,464) (3,929) (3,460)
Saleof fixed assets ...... ... ... ... ... ... ..., — 75 —
Net cash provided by (used in) investing activities . .. .. .. ... 419,093 (121,647) (1,401,374)

See notes to consolidated financial siatements.
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

{Dollar amounts in thousands)

Cash Flows From Financing Activities:
Repurchase of commonstock. . .......... ... .o
Proceeds from issuance of common stock . ..............
Members’ contributions. . .. ... .. i e
(Decrease) increase in financing arrangements, net. . ... .. ..
Payments on subordinated notes due members. . ..........

Dividends paid . . . .

Cash distributionstomembers . . .......... ... .. ... ..
Issuance of subordinated debentures . . . .. ... ... .. ...
Capital contributions from minority interest member ... .. ..
Net cash (used in) provided by financing activities . . .. .......
Net (Decrease) Increase in Cash and Cash Equivalents . . . ..
Cash and Cash Equivalents — Beginning of period . . . .. .. ..
Cash and Cash Equivalents — End of peried . ... .........

Supplemental Disclosure

Cash paid for interest . .

Non-Cash Investing Activities . . ......................
Non-cash purchase of fixed assets. . ... ............... ...

Non Cash Financing Activities . . . .....................
Reduction of subordinated notes due members. . ... .........

Dividends declared to be paid in subsequent period .. ........

Grant of restricted stock

For the Years Ended December 31,

2006 2005 2004
(300) — —
— — 122,091
— — 1,309

(434,179) 149,315 1,380,171
— — (13,707)

(11,524) (17,256) (2,906)
— — (3,135)

45,000 —

42 — -
(445,961) 177,059 1,483,823
(8,087) 1,443 3,566
9,056 7,613 4,047
969 $ 9,056 $ 7,613
76905 § 5787t $ 11,709
— 8 168 $ —
— 8 — 3 1,000
905 $ 3,834 $ 4347
— $ 277§ 1,974

See notes to consolidated financial statements.
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
{dollar ameunts in thousands unless otherwise indicated)

1. Summary of Significant Accounting Policies

Organization — New York Mortgage Trust, Inc. (“NYMT” or the “Company”) is a fully-integrated, self-
advised, residential mortgage finance company formed as a Maryland corporation in September 2003, The Company
earns net interest income from residential mortgage-backed securities and fixed-rate and adjustable-rate mortgage
loans and securities. The Company also earns net interest income from its investment in and the securitization of
certain self-originated adjustable rate mortgage loans that meet the Company’s investment criteria. Until March 31,
2007, when the Company exited the mortgage lending business, the Company originated mortgage loans through its
wholly-owned subsidiary, The New York Mortgage Company, LLC (“NYMC”) (see note 12 and note 21). Licensed
or exempt from licensing in 44 states and the District of Columbia and through a network of 25 full service branch
loan origination locations and 22 satellite loan origination locations that were licensed or pending state license
approval as of December 31, 2006, NYMC offered a broad range of residential mortgage products, with a primary
focus on prime, or high credit quality, residential mortgages.

The Company is organized and conducts its operations to qualify as a real estate investment trust (“REIT™) for
federal income tax purposes. As such, the Company will generally not be subject to federal income tax on that
portion of its income that is distributed to stockholders if it distributes at least 90% of its REIT taxable income to its
stockholders by the due date of its federal income tax return and complies with various other requirements,

On February 25, 2005, the Company completed its first loan securitization of $419.0 million high-credit quality,
first-lien, adjustable rate mortgage (“ARM™) loans, by contributing loans into New Y ork Mortgage Trust 2003-1
(“NYMT *05-1 Trust™), NYMT "05-1 Trust is a wholly-owned subsidiary of NYMT. The securitization was structured
as a secured borrowing, with the line-of-credit financing used to purchase and originate the mortgage loans and
refinanced through repurchase agreements upon securitization. On March 15, 2005, the Company closed a private
placement of $25.0 million of trust preferred securities issued by NYM Preferred Trust [. NYM Preferred Trust [ is a
wholly-owned subsidiary of NYMC. On July 28, 2005 the Company completed its second loan securitization of $242.9
million of high-credit quality, first-lien, ARM loans, by contributing loans to New York Mortgage Trust 2005-2
(NYMT ’05-2 Trust”), NYMT *05-2 Trust is a wholly-owned subsidiary of NYMT. The securitization was structured
as a secured borrowing, with the line-of-credit financing used to purchase and originate the mortgage loans and
refinanced through repurchase agreements upon securitization. On September 1, 2005, the Company closed a private
placement of $20.0 million of preferred securities issued by NYM Preferred Trust [I. NYM Preferred Trust 11 is a
wholly-owned subsidiary of NYMC. On December 28, 2005 the Company completed its third loan securitization of
$235.0 million of high-credit quality, first-lien, ARM loans, by contributing loans to New York Mortgage Trust 2005-3
(“NYMT *05-3 Trust”). NYMT '05-3 Trust is a wholly-owned subsidiary of NYMT.

In connection with the sale of our wholesale mortgage origination platform assets on February 22, 2007 and the
sale of our retail mortgage lending platform on March 31, 2007 (See Note 21), during the fourth quarter of 2006, we
classified our Mortgage Lending segment as a discontinued operation in accordance with the provisions of
Statement of Financial Accounting Standards No. 144 “Accounting for the Impariment or Disposal of Long-Lived
Assets” (“SFAS No. 144™). As a result, we have reported revenues and expenses related to the segment as a
discontinued operation and the related assets and liabilities as assets and labilities related to the discontinued
operation for all periods presented in the accompanying consclidated financial statements. . Certain assets, such as
the deferred tax asset, and certain liabilities, such as subordinated debt and liabilities related to leased facilities not
assigned to Indymac will become part of the ongoing operations of NYMTand accordingly, we have not classified
as a discontinued operation in accordance with the provisions of SFAS No. 144, (See Note 12).

As used herein, references to the “Company,” “NYMT,” “we,” “our” and “us” refer to New York Mortgage
Trust, Inc., collectively with its subsidiaries.

Basis of Presentarion — The consolidated financial statements include the accounts of the Company subsequent
to the [PO and also include the accounts of NYMC and NYMF prior to the [PO. As a result, our historical financial
results reflect the financial operations of this prior business strategy of selling virtually all of the loans originated by
NYMC to third parties. All intercompany accounts and transactions are eliminated in consolidation. Certain prior
period amounts have been reclassified to conform to current period classifications.
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NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(doblar amounts in thousands unless otherwise indicated)

1. Summary of Significant Accounting Policies — (continued}

Concurrent with the closing of the Company’s initial public offering (“IPO”), 100,000 of the 2,750,000 shares
exchanged for the equity interests of NYMC, were placed in escrow through December 31, 2004 and were available
to satisfy any indemnification claims the Company may have had against Steven B. Schnall, the Company’s
Chairman, President and Co-Chief Executive Officer, Joseph V. Fierro, the Chief Operating Officer of NYMC, and
each of their affiliates, as the contributors of NYMC, for losses incurred as a result of defaults on any residential
mortgage loans originated by NYMC and closed prior to the completion of the [PO. As of December 31, 2004, the
amount of escrowed shares was reduced by 47,680 shares, representing $493,000 for estimated losses on loans
closed prior to the Company’s IPO. Furthermore, the contributors of NYMC amended the escrow agreement to
extend the escrow period to December 31, 2005 for the remaining 52,320 shares. On or about December 31, 2005,
the escrow period was extended for an additional year to December 31, 2006. During 2006 the Company concluded
that all indemnification claims related to the escrowed shares have been determined and that no additional losses
were incurred by the Company as a result of defaults on any residential mortgage loans originated by NYMC and
closed prior completion of the IPO. Accordingly, we have concluded that no further indemnification was necessary.
The remaining 52,320 shares were then released from escrow.

Use of Estimates — The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America (“GAAP”) requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. The Company’s
estimates and assumptions primarily arise from risks and uncertainties associated with interest rate volatility,
prepayment volatility and credit exposure. Although management is not currently aware of any factors that would
significantly change its estimates and assumptions in the near term, future changes in market conditions may occur
which could cause actual results to differ materially.

Cash and Cash Equivalents — Cash and cash equivalents include cash on hand, amounts due from banks and
overnight deposits. The Company maintains its cash and cash equivalents in highly rated financial institutions, and
at times these balances exceed insurable amounts.

Restricted Cash — Restricted cash is held by counterparties as collateral for hedging instruments, collateralized
debt obligations or (“CDOs”) and two letters of credit related to the Company’s lease of its corporate headquarters.
Restricted cash collateralizing CDOs is replaced by ARM loans within 30 days.

Investment Securities Available for Sale — The Company’s investment securities are residential mortgage-backed
securities comprised of Ginnie Mae (“GNMA”) and “AAA”- rated adjustable-rate securities, including adjustable-rate
loans that have an initial fixed-rate period. Investment securities are classified as available for sale securities and are
reported at fair value with unrealized gains and losses reported in other comprehensive income (“OCI”). Realized gains
and losses recorded on the sale of investment securities available for sale are based on the specific identification
method and included in gain on sale of securities and related hedges. Purchase premiums or discounts on investment
securities are accreted or amortized to interest income over the estimated life of the investment securities using the
interest method. Investment securities may be subject to interest rate, credit and/or prepayment risk.

When the fair value of an available for sale security is less than amortized cost, management considers whether
there is an other-than-temporary impairment in the value of the security (e.g., whether the security will be sold prior
to the recovery of fair value). Management considers at a minimum the following factors that, both individually or
in combination, could indicate the decline is “other-than-temporary:” 1) the length of time and extent to which the
market value has been less than book value; 2) the financial condition and near-term prospects of the issuer; or
3) the intent and ability of the Company to retain the investment for a period of time sufficient to allow for any
anticipated recovery in market value. 1, in management’s judgment, an other-than-temporary impairment exists, the
cost basis of the security is written down to the then-current fair value, and the unrealized loss is transferred from
accumulated other comprehensive income as an immediate reduction of current earnings (i.e., as if the loss had been
realized in the period of impairment). Even though no credit concerns exist with respect to an available for sale
security, an other- than-temporary impairment may be evident if management determines that the Company does not
have the intent and ability to hold an investment until a forecasted recovery of the value of the investment.




NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(dollar amounts in thousands unless otherwise indicated)

1. Summary of Significant Accounting Policies — (continued)

As of December 31, 2005, management concluded, based on the decision to potentially sell in the 1st quarter of
2006 certain of its available for sale securities, that the decline in those securities was other-than-temporary.
Accordingly, the cost basis of those securities of $395.7 million was written down to fair value and an unrealized
loss of $7.4 million was transferred from accumulated other comprehensive income as an impairment loss on
investment securities to the accompanying consolidated statement of operations.

Due from Loan Purchasers and Escrow Deposits — Pending Loan Closings — Amounts due from loan
purchasers are a receivable for the principal and premium due to us for loans sold and shipped but for which
payment has not yet been received at period end. Escrow deposits pending loan closing are advance cash fundings
by us to escrow agents to be used to close loans within the next one to three business days.

Morigage Loans Held for Sale — Mortgage loans held for sale represent originated mortgage loans held for sale
to third party investors. The loans are initially recorded at cost based on the principal amount outstanding net of
deferred direct origination costs and fees. The loans are subsequently carried at the lower of cost or market value,
Market value is determined by examining outstanding commitments from investors or current investor yield
requirements, calculated on an aggregate loan basis, less an estimate of the costs to close the loan, and the deferral of
fees and points received, plus the deferral of direct origination costs. Gains or losses on sales are recognized at the
time title transfers to the investor which is typically concurrent with the transfer of the loan files and related
documentation and are based upon the difference between the sales proceeds from the final investor and the adjusted
book value of the loan sold.

Mortgage Loans Held in Securitization Trusts — Mortgage loans held in securitization trusts are certain ARM
loans transferred to New York Mortgage Trust 2005-1, New York Mortgage Trust 2005-2 and New York Mortgage
Trust 2005-3 that have been securitized into sequentially rated classes of beneficial interests. Mortgage loans held in
securitization trusts are recorded at amortized cost, using the same accounting principles as those used for mortgage
loans held for investment. Currently the Company has retained 100% of the securities issued by New York
Mortgage Trust 2005-1 and the New York Mortgage Trust 2005-2 and the securities have been financed as a secured
borrowing under repurchase agreements. For our third securitization, New York Mortgage Trust 2005-03, we sold
investment grade securities to third parties, which are recorded as collateralized debt obligations on the
accompanying consolidated balance sheet. For our fourth securitization, the Company sold residential mortgage
loans of $277.4 million to New York Mortgage Trust 2006-1 in a securitization transaction structured as a sale for
accounting purposes on March 30, 2006.

Mortgage Loans Held for investment — The Company retains substantiaily all of the adjustable-rate mortgage
loans originated by NYMC that meet specific investment criterta and portfolio requirements. Loans originated and
retained in the Company’s portfolio are serviced through a subservicer. Servicing is the function primarily
consisting of collecting monthly payments from mertgage borrowers, and disbursing those funds to the appropriate
loan investors.

Mortgage loans held for investment are recorded net of deferred loan origination fees and associated direct costs
and are stated at amortized cost. Net loan origination fees and associated direct mortgage loan origination costs are
deferred and amortized over the life of the loan as an adjustment to yield. This amortization includes the effect of
projected prepayments.

Interest income is accrued and recognized as revenue when earned according to the terms of the mortgage loans
and when, in the opinion of management, it is collectible. The accrual of interest on loans is discontinued when, in
management’s opinion, the interest is not collectibie in the normal course of business, but in no case when payment
becomes greater than 90 days delinquent. Loans return to accrual status when principal and interest become current
and are anticipated to be fully collectible.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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1. Summary of Significant Accounting Policies — (continued)

Credit Risk and Allowance for Loan Losses — The Company estimates an allowance for loan losses based on
management’s assessment of probable credit losses in the Company’s investment portfolio of residential mortgage
loans, mortgage toans held for sale and mortgage loans held for investment. These loans are individually evaluated
for impairment. The allowance is based upon management’s assessment of various credit-related factors, including
current economic conditions, loan-to-value ratios, delinquency status, purchased mortgage insurance and other
factors deemed to warrant consideration. If the credit performance of these mortgage loans previously reserved
deviates from expectations, the allowance for loan losses is adjusted to a level deemed appropriate by management
to provide for estimated probable losses in the portfolio.

The allowance will be maintained through ongoing provisions charged to operating income and will be reduced
by loans that are charged off. As of December 31, 2006 the allowance for loan losses totaled $4.0 million.
Determining the allowance for loan losses is subjective in nature due to the estimation required.

Property and Equipment, Net — Property and equipment have lives ranging from three to ten years, and are
stated at cost less accumulated depreciation and amortization, Depreciation is determined in amounts sufficient to
charge the cost of depreciable assets to operations over their estimated service lives using the straight-line method.
Leaschold improvements are amortized over the lesser of the life of the lease or service lives of the improvements
using the straight-line method.

Discontinued Operation — The Company entered into agreements to sell the mortgage lending operations
subsequent to December 31, 2006 and accordingly, as per the provisions of SFAS No. 144 will report the activities
of the Mortgage Banking Segment as a discontinued operation. (see note 12).

Financing Arrangements, Portfolio Investments — Portfolio investments are typically financed with repurchase
agreements, a form of collateralized borrowing which is secured by portfolio securities on the balance sheet. Such
financings are recorded at their outstanding principal balance with any accrued interest due recorded as an accrued
expense.

Financing Arrangements, Loans Held for Sale/for Investment — Loans held for sale or for investment are
typically financed with warehouse lines that are collateralized by loans we originated or purchased from third
parties. Such financings are recorded at their outstanding principal balance with any accrued interest due recorded as
an accrued expense.

Collateralized Debt Obligations — CDOs are securities that are issued and secured by ARM loans. For
financial reporting purposes, the ARM loans and restricted cash held as collateral are recorded as assets of the
Company and the CDO is recorded as the Company’s debt. The transaction includes interest rate caps which are
held by the securitization trust and recorded as an asset or liability of the Company.

Securitized transactions — The Company, as transferor, regularly securitizes mortgage loans and securities by
transferring the loans or securities to entities (“Transferees”) which generally qualify under GAAP as “qualifying
special purpose entities” (“QSPE’s”) as defined under Statement of Financial Accounting Standards (“SFAS™)

No. 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishment of Liabilities—a
replacement of FASB Statement No. 125 (“Off Balance Sheet Securitizations™). The QSPEs issue investment grade
and non-investment grade securitics. Generally, the investment grade securities are sold to third party investors, and
the Company retains the non-investment grade securities. If a transaction meets the requirements for sale recognition
under GAAP, and the Transferce meets the requirements to be a QSPE, the assets transferred to the QSPE are
considered sold, and gain or loss is recognized. The gain or loss is based on the price of the securities sold and the
estimated fair value of any securities and servicing rights retained over the cost basis of the assets transferred net of
transaction costs. [f subsequently the Transferee fails to continue to qualify as a QSPE, or the Company obtains the
right to purchase assets out of the Transferee, then the Company may have to include in its financial statements such
assets, or potentially, all the assets of such Transferee.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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1. Summary of Significant Accounting Policies — (continued)

Subordinated Debentures — Subordinated debentures are trust preferred securities that are fully guaranteed by
the Company with respect to distributions and amounts payable upon liquidation, redemption or repayment. These
securities are classified as subordinated debentures in the liability section of the Company’s conselidated balance
sheet.

Derivative Financial Instruments — The Company has developed risk management programs and processes,
which include investments in derivative financial instruments designed to manage market risk associated with its
mortgage banking and its mortgage-backed securities investment activities.

All derivative financial instruments are reported as either assets or liabilities in the consolidated balance sheet at
fair value. The gains and losses associated with changes in the fair value of derivatives not designated as hedges are
reporied in current earnings. If the derivative is designated as a fair value hedge and is highly effective in achieving
offsetting changes in the fair value of the asset or liability hedged, the recorded value of the hedged item is adjusted
by its change in fair value attributable to the hedged risk. If the derivative is designated as a cash flow hedge, the
effective portion of change in the fair value of the derivative is recorded in other comprehensive income (“OCI™)
and is recognized in the income statement when the hedged item affects ¢amnings. The Company caiculates the
effectiveness of these hedges on an ongoing basis, and, to date, has calculated effectiveness of approximately 100%.
Ineffective portions, if any, of changes in the fair value or cash flow hedges are recognized in earnings.

Risk Management — Derivative transactions are entered into by the Company solely for nsk management
purposes. The decision of whether or not an economic risk within a given transaction (or portion thereof) should be
hedged for risk management purposes is made on a case-by-case basis, based on the risks involved and other factors
as determined by senior management, including the financial impact on income, asset valuation and restrictions
imposed by the Internal Revenue Code among others. [n determining whether to hedge a risk, the Company may
consider whether other assets, liabilities, firm commitments and anticipated transactions already offset or reduce the
risk. All transactions undertaken to hedge certain market risks are entered into with a view towards minimizing the
potential for economic losses that could be incurred by the Company. Under SFAS No. 133, “Accounting for
Derivative Instruments and Hedging Activities”, as amended and interpreted, (“SFAS No. 133”), the Company is
required to formally document its hedging strategy before it may elect to implement hedge accounting for qualifying
derivatives, Accordingly, all qualifving derivatives are intended to qualify as fair value, or cash flow hedges, or free
standing derivatives. To this end, terms of the hedges are matched closely to the terms of hedged items with the
intention of minimizing ineffectiveness.

In the normal course of its mortgage loan origination business, the Company enters into contractual interest rate
lock commitments to extend credit to finance residential mortgages. These commitments, which contain fixed
expiration dates, become effective when eligible borrowers lock-in a specified interest rate within time frames
established by the Company’s origination, credit and underwriting practices. Interest rate risk arises if interest rates
change between the time of the lock-in of the rate by the borrower and the sale of the loan. Under SFAS No. 133,
the IRLCs are considered undesignated or free-standing derivatives. Accordingly, such IRLCs are recorded at fair
value with changes in fair value recorded to current eamings. Mark to market adjustments on IRLCs are recorded
from the inception of the interest rate lock through the date the underlying loan is funded. The fair value of the
IRLCs is determined by the interest rate differential between the contracted loan rate and the currently available
market rates as of the reporting date.

To mitigate the effect of the interest rate risk inherent in providing IRLCs from the lock-in date to the funding
date of a loan, the Company generally enters into forward sale loan contracts (“FSLC”). The FSLCs in place prior to
the funding of a loan are undesignated derivatives under SFAS No. 133 and are marked to market through current
earnings.
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1. Summary of Significant Accounting Policies - (continued)

Derivative instruments contain an element of risk in the event that the counterparties may be unable to meet the
terms of such agreements. The Company minimizes its risk exposure by limiting the counterparties with which it
enters into contracts to banks, investment banks and certain private investors who meet established credit and capital
guidelines. Management docs not expect any counterparty to default on its obligations and, therefore, does not
expect to incur any loss due to counterparty default. These commitments and option contracts are considered in
conjunction with the Company’s lower of cost or raarket valuation of its mortgage loans held for sale.

The Company uses other derivative instruments, including treasury, agency or mortgage-backed securities
forward sale contracts which are also classified as free-standing, undesignated derivatives and thus are recorded at
fair value with the changes in fair value recognized in current earnings.

Once a loan has been funded, the Company’s primary risk objective for its mortgage loans held for sale is to
protect eamings from an unexpected charge due to a decline in value. The Company’s strategy is to engage in a risk
management program invelving the designation of FSLCs (the same FSLCs entered into at the time of rate lock) to
hedge most of its mortgage loans held for sale. The FSLCs have been designated as qualifying hedges for the funded
loans and the notional amount of the forward delivery contracts, along with the underlying rate and critical terms of
the contracts, are equivalent to the unpaid principal amount of the mortgage loan being hedged. The FSLCs
effectively fix the forward sales price and thereby offset interest rate and price risk to the Company. Accordingly,
the Company evaluates this relationship quarterly and, at the time the loan is funded, classifies and accounts for the
FSLCs as cash flow hedges.

Interest Rate Risk — The Company hedges the aggregate risk of interest rate fluctuations with respect to its
borrowings, regardless of the form of such borrowings, which require payments based on a variable interest rate
index. The Company generally intends to hedge only the risk related to changes in the benchmark interest rate
(London Interbank Offered Rate (“LIBOR”) or a Treasury rate).

In order to reduce such risks, the Company enters into swap agreements whereby the Company receives floating
rate payments in exchange for fixed rate payments, effectively converting the borrowing to a fixed rate. The
Company also enters into cap agreements whereby, in exchange for a fee, the Company is reimbursed for interest
paid in excess of a certain capped rate.

To qualify for cash flow hedge accounting, interest rate swaps and caps must meet certain criteria, including:
«+  the items to be hedged expose the Company to interest rate risk; and

. the interest rate swaps or caps are expected to be and continue to be highly effective in reducing the
Company’s exposure to interest rate risk.

The fair values of the Company’s interest rate swap agreements and interest rate cap agreements are based on
market values provided by dealers who are familiar with the terms of these instruments. Correlation and
effectiveness are periodically assessed at least quarterly based upon a comparison of the relative changes in the fair
values or cash flows of the interest rate swaps and caps and the items being hedged.

For derivative instruments that are designated and qualify as a cash flow hedge (i.e. hedging the exposure to
variability in expected future cash flows that is attributable to a particular risk), the effective portion of the gain or
joss on the derivative instruments are reported as a compenent of OCI and reclassified into earnings in the same
period or periods during which the hedged transaction affects earnings. The remaining gain or loss on the derivative
instruments in excess of the cumulative change in the present value of future cash flows of the hedged item, if any,
is recognized in current earnings during the period of change.

With respect to interest rate swaps and caps that have not been designated as hedges, any net payments under,
or fluctuations in the fair value of, such swaps and caps, will be recognized in current earnings.
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1. Summary of Significant Accounting Policies — (continued)

Termination of Hedging Relationships — The Company employs a number of risk management monitoring
procedures to ensure that the designated hedging relationships are demonstrating, and are expected to continue to
demonstrate, a high level of effectiveness. Hedge accounting is discontinued on a prospective basis if it is
determined that the hedging relationship is no longer highly effective or expected to be highly effective in offsetting
changes in fair value of the hedged item.

Additionally, the Company may elect to undesignate a hedge relationship during an interim period and re-
designate upon the rebalancing of a hedge profile and the corresponding hedge relationship. When hedge accounting
is discontinued, the Company continues to carry the derivative instruments at fair value with changes recorded in
current earnings.

Other Comprehensive Income — Other comprehensive income is comprised primarily of net income (loss) from
changes in value of the Company’s available for sale securities, and the impact of deferred gains or losses on
changes in the fair value of derivative contracts hedging future cash flows.

Gain on Sale of Mortgage Loans — The Company recognizes gain on sale of loans sold to third parties as the
difference between the sales price and the adjusted cost basis of the loans when title transfers. The adjusted cost
basis of the loans includes the original principal amount adjusted for deferrals of origination and commitment fees
received, net of direct loan origination costs paid.

Loan Origination Fees and Direct Origination Cost — The Company records loan fees, discount points and
certain incremental direct origination costs as an adjustment of the cost of the loan and such amounts are included in
gain on sales of loans when the loan is sold. Accordingly, salaries, compensation, benefits and commission costs
have been reduced by $26.4 million, $41.2 million and $20.5 milion for the years ended December 31, 2006, 2005
and 2004, respectively, because such amounts are considered incremental direct loan origination costs.

Brokered Loan Fees and Expenses — The Company records commissions associated with brokered foans when
such loans are closed with the borrower. Costs associated with brokered loans are expensed when incurred.

Loan Commitment Fees — Mortgage loans held for sale: fees received for the funding of mortgage loans to
borrowers at pre-set conditions are deferred and recognized at the date at which the loan is sold. Mortgage loans
held for investment: such fees are deferred and recognized into interest income over the life of the loan based on the
effective yield method.

Employee Benefits Plans -— The Company sponsors a defined contribution plan (the “Plan”) for all eligible
domestic employees. The Plan qualifies as a deferred salary arrangement under Section 401(k) of the Internal
Revenue Code. Under the Plan, participating employees may defer up to 15% of their pre-tax earnings, subject to the
annual Internal Revenue Code contribution limit, The Company matches contributions up to a maximum of 25% of
the first 5% of salary. Employees vest immediately in their contribution and vest in the Company’s contribution at a
rate of 25% after two full years and then an incremental 25% per full year of service until fully vested at 100% after
five full years of service. The Company’s total contributions to the Plan were $0.3 million, $0.4 million and $0.2
million for the years ended December 31, 2006, 2005 and 2004 respectively.

Stock Based Compensation — Until January 1, 2006 the Company followed the provisions of SFAS No. 123,
“Accounting for Stock-Based Cornpensation” (“SFAS No. 123”) and SFAS No. 148, “Accounting for Stock-Based
Compensation, Transition and Disclosure” (“SFAS No. 148"). The provisions of SFAS No. 123 allow companies
either to expense the estimated fair value of stock options or to continue to follow the intrinsic value method set
forth in Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees” (“APB No. 257)
and disclose the pro forma effects on net income (loss) had the fair value of the options been expensed. The
Company, since its inception, has elected not to apply APB No. 25 in accounting for its stock option incentive plans
and has expensed stock based compensation in accordance with SFAS No. 123.
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1. Summary of Significant Accounting Policies - (continued)

In December, 2004 the Financial Accounting Standards Board (“FASB”) issued SFAS No. 123R, “Share-Based
Payment,” (“SFAS No. 123R”) which requires all companies to measure compensation costs for all share-based
payments, including employee stock options, at fair value. This statement was effective for the Company with the
quarter beginning January 1, 2006. The adoption of SFAS No. 123R did not have a material impact on the
Company’s consolidated financial statements.

Marketing and Promotion — The Company charges the costs of marketing, promotion and advertising to
expense in the period incurred.

Income Taxes — The Company operates so as to qualify as a REIT under the requirements of the Internal
Revenue Code. Requirements for qualification as a REIT include various restrictions on ownership of the
Company’s stock, requirements concerning distribution of taxable income and certain restrictions on the nature of
assets and sources of income. A REIT must distribute at least 90% of its taxable income to its stockholders of which
85% plus any undistributed amounts from the prior year must be distributed within the taxable year in order to avoid
the imposition of an excise tax. The remaining balance may extend until timely filing of the Company’s tax return in
the subsequent taxable year. Qualifying distribut:ons of taxable income are deductible by a REIT in computing
taxable income.

NYMC changed its tax status upon completion of the IPO from a non-taxable limited liability company to a
taxable REIT subsidiary and therefore subsequent to the PO, is subject to corporate Federal income taxes.
Accordingly, deferred tax assets and liabilities are recognized for the future tax consequences attributable to
differences between the financial statement carrving amounts of existing assets and liabilities and their respective
tax base upon the change in tax status. Deferred tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which those temporary differences are expected to be recovered
or settled. The effect on deferred tax assets and iiabilities of a change in tax rates is recognized in income in the
periad that includes the enactment date.

Earnings Per Share — Basic earnings per share excludes dilution and is computed by dividing net income
available to common stockholders by the weighted-average number of shares of common stock outstanding for the
period. Diluted eamings per share reflects the potential dilution that could occur if securities or other contracts to
issue common stock were exercised or converted into common stock or resulted in the issuance of common stock
that then shared in the earnings of the Company.

New Accounting Pronouncements — In February 2007, the FASB issued SFAS No. 159, “The Fair Value
Option for Financial Assets and Financial Liabilities” (“SFAS No. 159”), which provides companies with an option
to report selected financial assets and liabilities at fair value. The objective of SFAS No. 159 is to reduce both
complexity in accounting for financial instruments and the volatility in earnings caused by measuring related assets
and liabilities differently. SFAS No. 159 establishes presentation and disclosure requirements and requires
companies to provide additional information that will help investors and other users of financial statements to more
easily understand the effect of the company’s choice to use fair value on its earnings. SFAS No. 159 also requires
entities to display the fair value of those assets and liabilities for which the company has chosen to use fair value on
the face of the balance sheet. SFAS No. 159 is effective for financial statements issued for fiscal years beginning
after November 15, 2007 and early adoption is. permitted for fiscal years beginning on or before November 15, 2007
provided that the entity makes that choice in the first 120 days of the fiscal year, has not issued financial statements
for any interim period of the fiscal year of adoption and also elects to apply the provisions of SEAS No. 157. The
Company is in the process of analyzing the impact of SFAS No. 159 on its consolidated financial statements.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Mcasurements™ (“SFAS No.157"). SFAS
No.157 defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles
and expands disclosures about fair value measurements. SFAS No.157 will be applied under other accounting
principles that require or permit fair value measurements, as this is a relevant measurement attribute. This statement
does not require any new fair value measurements. We will adopt the provisions of SFAS No.157 beginning January |,
2008. We are currently evaluating the impact of this statement on our consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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1. Summary of Significant Accounting Policies - (continued)

In September 2006, the SEC issued SAB No. 108, “Considering the Effects of Prior Year Misstatements when
Quaniifving Misstatemenis in Current Year Financial Statement” (“SAB 108”), on quantifying financial statement
misstatements. In summary, SAB 108 was issued to address the diversity in practice of evaluating and quantifying
financial statement misstatements and the related accumulation of such misstatements. SAB 108 states that both a
balance sheet approach and an income statement approach should be used when quantifying and evaluating the
materiality of a potential misstatement and contains guidance for correcting errors under this dual perspective.
SAB 108 is effective for financial statements issued for fiscal years ending afier November 15, 2006. The adoption
of SAB 108 did not have a material effect on the Company’s consolidated financial statements.

In June 2006, FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes — an
interpretation of FASB Statement No. 109" (“FIN 487). This interpretation increases the relevancy and
comparability of financial reporting by clarifying the way companies account for uncertainty in income taxes. FIN
48 prescribes a consistent recognition threshold and measurement attribute, as well as clear criteria for subsequently
recognizing, derecognizing and measuring such tax positions for financial statement purposes. The interpretation
also requires expanded disclosure with respect to the uncertainty in income taxes. FIN 48 is effective for us on
January 1, 2007. The Company does not expect the adoption of FIN 48 to have a material effect on the Company’s
consolidated financial statements.

In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing of Financial Assets an amendment
of FASB Statement No. 140.” Effective at the beginning of the first quarter of 2006, the Company early adopted the
newly issued statement and elected the fair value option to subsequently measure its mortgage servicing rights
(“MSRs™). Under the fair value option, all changes in the fair value of MSRs are reported in the statement of
operations. The initial implementation of SFAS 156 did not have a material impact on the Company’s consolidated
financial statements.

In February 2006, the FASB issued SFAS No.155, “Accounting for Certain Hybrid Financial [nstruments”. Key
provisions of SFAS No.155 include: (1) a broad fair value measurement option for certain hybrid financial
instruments that contain an embedded derivative that would otherwise require bifurcation; (2) clarification that only
the simplest separations of interest payments and principal payments gualify for the exception afforded to interest-
only strips and principal-only strips from derivative accounting under paragraph 14 of FAS No.133 (thereby
narrowing such exception); (3} a requirement that beneficial interests in securitized financial assets be analyzed to
determine whether they are freestanding derivatives or whether they are hybrid instruments that contain embedded
derivatives requiring bifurcation; (4) clarification that concentrations of credit risk in the form of subordination are
not embedded derivatives; and {5) elimination of the prohibition on a QSPE holding passive derivative financial
instruments that pertain to beneficial interests that are or contain a derivative financial instrument. In general, these
changes will reduce the operational complexity associated with bifurcating embedded derivatives, and increase the
number of beneficial interests in securitization transactions, including interest-only strips and principal-only strips,
required to be accounted for in accordance with FAS No.133. Management does not belteve that SFAS No.155 will
have a material effect on the Company’s consolidated financial statements.

2. Investment Securities Available For Sale

Investment securities available for sale consist of the following as of December 31, 2006 and December 31,
2005 (dollar amounts in thousands):

December 31, December 31,
2006 2005
Amortizedcost ... ... . L 8 492777 § 720,583
Grossunrealized gains .. . .. ... . ... .. ... 623 1
Gross unrealized losses. . . ......... .. .. ... ... . ..., {4,438) (4,102)
Fairvalue . ... ... . e by 488,962 § 716,482




NEW YORK MORTGAGIE TRUST, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
{dollar amounts in thousands unless otherwise indicated)

2. Investment Securities Available For Sale — (continued)

As of December 31, 2006, none of the remaining securities with unrealized losses have been deemed to be
other-than-temporarily impaired. The Company has the intent and believes it has the ability to hold such investment
securities until recovery of their amortized cost. Substantially all of the Company’s investment securities available
for sale are pledged as collateral for borrowings under financing arrangements (see note 8). The amortized cost
balance at December 31, 2005 included approximately $388.3 million of certain lower-yielding mortgage agency
securities (with rate resets of less than two years) that the Company had concluded it no longer had the intent to hold
until their values recovered. Upon such determination, the Company recorded an unrealized impairment loss of
$7.4 million for the three months ended December 31, 2005, During the first quarter of 2006, all of such designated
securities were sold at an additional loss of $1.0 million.

The following table sets forth the stated reset periods and weighted average yields of our investment securities
at December 31, 2006 (dollar amounts in thousands):

More than 6 Months More than 24 Months

Less than & Months to 24 Months to 60 Months Total
Weighted Weighted Weighted Weighted
Carrying  Average Carrying  Average Carrying  Average Carrying  Average
Value Yicld Value Yield Value Yield Value Yield
Agency REMIC CMO
Floating Rate. ... . .. $163,898 6.40% § — — 3 -— — $163,898 6.40%
Private Label Floaters . 22,284 6.46% — — — — 22,284 6.46%
Private Label ARMs . . 16,673 5.60% 78,565 5.80% 183,612 5.64% 278,850 5.68%
NYMT Retained
Securities . . . ... ... 6,024 7.12% — — 17,906 7.83% 23,930 7.66%
Total/Weighted
Average .......... $208,879 6.37% S 78,565 5.80% $ 201,518 5.84% $488,962 6.06%

The NYMT retained securities includes $2.0 million of residual interests related to the NYMT 2006-1
transaction. The residual interest carrying-values are determined by obtaining dealer quotes.

The following table sets forth the stated resel periods and weighted average yields of our investment securities
at December 31, 2005 (dollar amounts in thousands):

Less than More than 6 Months More than 24 Months
6 Months To 24 Months To 60 Months Tatal
Weighted Weighted Weighted Weighted
Carrying Average Carrying  Average Carrying  Average Carrying  Average
Value Yicld Value Yield Value Yield Value Yield
Agency REMIC CMO
Floating Rate. . . .. ... $13,535 5.45% § — — % — — § 13,535 5.45%
FHLMC Agency ARMs. — — 91,217 3.82% — — 91,217 3.82%
FNMA Agency ARMs. . — — 297,048 391% — — 207,048 3.91%
Private Label ARMs . .. — — 57,605 4.22% 257,077 4.57% 314,682 4.51%
Total/Weighted Average. 313,535 5.45% $445,870 3.93% $257,077 4.57% $716,482 4.19%
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2. Investment Securities Available For Sale — (continued)

The following table’s presents the Company’s investment securities available for sale in an unrealized loss
position, aggregated by investment category and length of time that individual securities have been in a continuous
unrealized loss position at December 31, 2006 and December 31, 2005 (dollar amounts in thousands):

December 31, 2006
Less than 12 Months 12 Months or More Total
Grass Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses VYalue Losses Value Losses
Agency REMIC CMO Floating Rate. . §$ 966 % 25 1,841 $ 4 % 2807 % 6
Private Label Floaters .. .......... 22.284 80 — — 22284 80
Private Label ARMs . ............ 30,385 38 248 465 4227 278,850 4265
NYMT Retained Securities. . . ... ... 7,499 87 — — 7,499 87
Total. . . ... ... ... . ... ... $ 61,134 § 207 § 250,306 $§ 4231 $ 311440 § 4,438
December 31, 2003
Less than 12 Months 12 Months or More Total
Gross Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Vailue Losses
Agency REMIC CMO Floating Rate .. . .. . .. 11761 § 19 ¢ — % — 311,761 $ 19
Private Label ARMs . ... ... ............. 48,642 203 270,124 3,880 318,766 4,083
Total. . ... .. $60403 §$ 222 $270,124 § 3,880 $330,527 § 4,102

3. Mortgage Loans Held For Sale (discontinued, see Note 12)

Mortgage loans held for sale consist of the following as of December 31, 2006 and December 31, 2005 (dollar
amounts in thousands):

December 31, December 31,

2006 2008
Mortgage loans principal amount . ... ............ $ 110,804 § 108,244
Deferred origination costs—net . ................ 138 27
Allowance for loanlosses. .. ................... {4,042) —
Mortgage loans held forsale. . ... ............... § 106500 § 108,271

Substantially ail of the Company’s mortgage 1oans held for sale are pledged as collateral for borrowings under
financing arrangements (Note 9).

The following table presents the activity in the Company’s allowance for loan losses for the year ended
December 31, 2006. There was no allowance for the year ended December 31, 2005.

December 31,
2006
Balance at beginning of period . .. .. ... .. ... ... $ —
Provisions forloan losses. . . .. ... ... i (5,040)
Charge-offs. . ... ... . 998
Balance of theendofperiod. . ... ... ... . ... ... ... ... .. .. ... 3 4,042)
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4, Mortgage Loans Held in Securitization Trusts

Mortgage loans held in securitization trusts cot:sist of the following at December 31, 2006 and December 31,
2005 (dollar amounts in thousands):

December 31, December 31,

2006 2005
Mortgage loans principalamount .. . . ........ .. ... ... $ 584358 § 771451
Deferred origination costs —net . . ... ............. ..., 3,802 5,159
Total mortgage loans held in securitization trusts . . ... .. ... $ 588,160 § 776,610

Substantially all of the Company’s mortgage loans held in secunitization trusts are pledged as collateral for
borrowings under financing arrangements (Note 8) or for the collateralized debt obligation (Note 10).

The following sets forth delinquent loans in our portfolio as of December 31, 2006 and December 31, 2005
(dollar amounts in thousands):

December 31, 2006

Number of

Delinquent Total % of Loan
Days Late Loans Dollar Amount Portfolio
30-60 . . e 1 3 166 0.03%
B1-90 . . e | 193 0.03%
0. . e e 5% 6,444 1.10%
December 31, 2005

Number of

Delinquent Total % of Loan
Days Late Loans Dollar Amount Portfolio
30-60 . .. e e 1 $ 193 0.02%
B1-00 . .. e e — — —
OO0 . e e e 3 8 1,771 0.23%

5. Mortgage Loans Held For Investment

There were no Mortgage loans held for investment at December 31, 2006. Mortgage loans held for investment
consist of the following at December 31, 2005 (dollar amounts in thousands):

December 31,

2005
Mortgage loans principal amount. ... ... ... o e $ 4,054
Deferred origination cost-net. . .. ... ... .. e 6
Total mortgage loans held forinvestment. . . ..................... $ 4,060

Substantially all of the Company’s mortgage loans held for investment as of December 31, 2005 were pledged
as collateral for borrowings under financing arranzements (Note 9),
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6. Property and Equipment — Net (discontinued, see note 12)

Property and equipment consist of the following as of December 31, 2006 and December 31, 2005 (dollar
amounts in thousands):

December 31.  December 31,

2006 2005
Office and computer equipment . . .. ................. 3 7,800 3 6,292
Fumitureand fixtures . .......... .. ... ... .. ..... 2,200 2,306
Leasehold improvements . . ... ..................... 1,491 1,429
Total premises and equipment . ..................... 11,491 10,027
Less: accurulated depreciation and amortization. . . . . . . . . (4.975) (3,143)
Property and equipment—net. . ... .................. $ 6,516 § 6,882

7. Derivative Instruments and Hedging Activities

The Company enters into derivatives to manage its interest rate and market risk exposure associated with its
mortgage banking and its morigage-backed securities investment activities. In the normal course of its mortgage
loan origination business, the Company enters into contractual IRLCs to extend credit to finance residential
mortgages. To mitigate the effect of the interest rate risk inherent in providing [RLCs from the lock-in date to the
funding date of a loan, the Company generally enters into FSLCs. With regard to the Company’s mortgage-backed
securities investment activities, the Company uses interest rate swaps and caps to mitigate the effects of major
interest rate changes on net investment spread.

The following table summarizes the estimated fair value of derivative assets and liabilities as of December 31,
2006 and December 31, 2005 (dollar amounts in thousands):
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December 31, December 31,
2006 2008
Derivative Assets:
Continuing Operation:
Interest rate Caps . . .. .. ... i $ 1,045 % 2,163
Interest rate swaps. . ... . . e 621 6,383
Total derivative assets, continuing operations . ..... .. .. ... ... ... .. . 1,666 8,546
Discontinued Operation:
INterest Tate CaPS . . . .. o oottt 966 1,177
Forward loan sale contracts — loan commitments . .. .................. 48 -
Forward loan sale contracts — mortgage loans held forsale. . ............ 39 —
Forward loan sale contracts — TBA securities, .. . .................... 84 —
................... — 123
Total derivative assets, discontinued operation. . ... ... ............... 1,137 1,300
Total derivativeassets . ............... ... .. ... .. $ 2803 § 9,846
Derivative liabilities:
Discontinued Operation:
Forward loan sale contracts -~ loan commitments . . ........ P $ — 3 (38)
Forward loan sale-contracts — mortgage loans held forsale ., ............ — (18)
Forward loan sale contracts — TBA securities. .. .. ................... — (324)
Interest rate lock commitments — loan commitments. . ... .............. (118) —
Interest rate lock commitments — mortgage loans held forsale .. ...... ... (98) (14
Total derivative liabilities, discontinued operation . . . ... ... ... ... ... 3 (216) § (394)
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7. Derivative Instruments and Hedging Activities — {continued)

The notional amounts of the Company’s interest rate swaps, interest rate caps and forward loan sales contracts
as of December 31, 2006 were $285.0 million, $1.5 billion and $142.1 million, respectively

The notional amounts of the Company’s interest rate swaps, interest rate caps and forward loan sales contracts
as of December 31, 2005 were $645.0 million, $1.9 billion and $51.8 million, respectively.

The Company estimates that over the next twelve months, approximately $1.6 million of the net unrealized
gains on the interest rate swaps will be reclassified from accumulated OCI into earnings.

8. Financing Arrangements, Portfolio Investments

The Company has entered into repurchase agreements with third party financial institutions to finance its
residential mortgage-backed securities and mortgage loans held in the securitization trusts. The repurchase
agreements are short-term borrowings that bear interest rates based on a spread to LIBOR, and are secured by the
residential mortgage-backed securities and mortgage: loans held in the securitization trusts which they finance. At
December 31, 2006, the Company had repurchase agreements with an outstanding balance of $815.3 million and a
weighted average interest rate of 5.37%. As of December 31, 2005, the Company had repurchase agreements with
an outstanding balance of $1.2 billion and a weighted average interest rate of 4.37%. At December 31, 2006 and
2005 securities and mortgage loans pledged as collateral for repurchase agreements had estimated fair values of
$850.6 million and $1.2 billion, respectively. As of December 31, 2006 all of the repurchase agreements will mature
within 30 days, with weighted average days to maturity equal to 21 days. The Company has available to it $5.1
billion in commitments to provide financings through such arrangements with 23 different counterparties.

The follow table summarizes outstanding repurchase agreement borrowings secured by portfolio investments as
of December 31, 2006 and December 31, 2005 (dollars amounts in thousands):

Repurchase Apreements by Counterparty

December 31,  December 31,

Counterparty Name 2006 2005

Citigroup Global MarketsInc.. . .. ... .. . . i i b — § 200,000
Countrywide Securities COrporation . . . ......... .ottt 168,217 109,632
Credit Suisse First Boston LLC. . . ... .. . i e — 148,131
Deutsche Bank Securities INC.. . . . .. .. it s — 205,233
Goldman, Sachs & Co.. ... .. .. . e 121,824 —
HO B . e e e — 163,781
JP.Morgan Securities Inc.. . . ... .. e 33,631 37,481
Nomura Securities International, Inc.. .. ... ... .. .. ... 156,352 —
SocGen/SG Americas SeCUrities . . . .. . v v it o e e e 87,995 —
WaMu Capital Corp. .. ... e e — 158,457
West LB .. oo e e e e e e 247,294 143,784
Total Financing Arrangements, Portfolio Investments . . . .................. $ 815313 § 1,166,499
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9. Financing Arrangements, Mortgage Loans Held for Sale/for Investment

Financing arrangements secured by mortgage loans held for sale or for investment consist of the following as of
December 31, 2006, and December 31, 2005 (dollar amounts in thousands):

December 31, December 31,
2006 2005

$250 million master repurchase agreement with Greenwich Capital expired on

February 4, 2007 bearing interest at one-month LIBOR plus spreads from 0.75%

to 1.25% (5.137% at December 31, 2003). Principal repayments are required

120 days from the funding date. (@) .......... ... ... ... .. ... . ... $ — 5 81,577(c)
3200 million master repurchase agreement with CSFB expiring on June 29, 2007

bearing interest at daily LIBOR plus spreads from 0.75% to 2.000% depending

on collateral (6.36% at December 31, 2006 and 5.28% at December 31, 2005),

Principal repayments are required 90 days from the funding date. . . . . ... ... 106,801 143,609
$300 million master repurchase agreement with Deutche Bank Structured

Products, Inc. expiring on March 26, 2007 bearing interest at | month LIBOR

plus spreads from 0.625% to 1.25% depending on collateral (6.0% at

December 31, 2006). Principal payments are due 120 days from the repurchase

date. (b)) .. .. e 66,171

Total Financing Arrangements. . . .. ....o.oovruieanreerunrenrnn.. § 172972 § 225,186

(a) Management did not seek renewal of this facility which expired February 4, 2007.
(b) The line was paid in full and mutually terminated on March 26, 2007.
{c) Includes $3,969 of warehouse financing not related to discontinued operations.

The lines of credit are secured by all of the mortgage loans held by the Company, except for the loans held in
the securitization trusts. The lines contain various covenants pertaining to, among other things, maintenance of
certain amounts of net worth, periodic income thresholds and working capital. As of December 31, 2006, the
Company was in compliance with all covenants with the exception of the net income covenant on the CSFB,
Greenwich and Deutche Bank facilities and waivers have been obtained from these institutions. As these annual
agreements are negotiated for renewal, these covenants may be further modified. The agreements are each
renewable annually, but are not committed, meaning that the counterparties to the agreements may withdraw access
to the credit facilities at any time,

10. Collateralized Debt Obligations

The Company's CDOs are secured by ARM loans pledged as collateral. The ARM loans are recorded as an
asset of the Company and the CDOs are recorded as the Company’s debt. The CDO transaction includes an
amortizing interest rate cap contract with a notional amount of $187.5 million as of December 31, 2006 and a
notional amount of $230.6 million as of December 31, 2005, which is recorded as an asset of the Company. The
interest rate cap lirnits interest rate exposure on these transactions. As of December 31, 2006 and December 31,
2005, the Company had CDOs outstanding $197.4 million and $228.2 million, respectively. As of December 31,
2006 and December 31, 2005 the current weighted average interest rate on these CDOS was 5.72% and 4.74%,
respectively. The CDOs are collateralized by ARM loans with a principal balance of $204.6 million and $235.0
million at December 31, 2006 and December 31, 20035, respectively.,
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11. Subordinated Debentures

On September 1, 2005 the Company closed a private placement of $20.0 million of trust preferred securities to
Taberna Preferred Funding I1, Ltd., a pooled investment vehicle. The securities were issued by NYM Preferred Trust
IT and are fully guaranteed by the Company with respect to distributions and amounts payable upon liquidation,
redemption or repayment, These securities have a fixed interest rate equal to 8.35% up to and including July 30,
2010, at which peint the interest rate is converted to a floating rate equal to one-month LIBOR plus 3.95% until
maturity. The securities mature on October 30, 2035 and may be called at par by the Company any time after
October 30, 2010. In accordance with the guidelines of SFAS No. 150 “Accounting for Certain Financial
Instruments with Characteristics of both Liabilities and Equity”, the issued preferred stock of NYM Preferred Trust
IT has been classified as subordinated debentures in the liability section of the Company’s consolidated balance
sheet.

On March 15, 2005 the Company closed a private placement of $25.0 million of trust preferred securities to
Taberna Preferred Funding I, Ltd., a pooled investment vehicle. The securities were issued by NYM Preferred Trust
I and are fully guaranteed by the Company with respact to distributions and amounts payable upon liquidation,
redemption or repayment. These securities have a floating interest rate equal to three-month LIBOR plus 3.75%,
resetting quarterly (9.12% at December 31, 2006 and 7.77% at December 31, 2005). The securities mature on March
15, 2035 and may be called at par by the Company any time after March 15, 2010. NYMC entered into an interest
rate cap agreement to limit the maximum interest rate cost of the trust preferred securities to 7.5%. The term of the
interest rate cap agreement is five years and resets quarterly in conjunction with the reset periods of the trust
preferred securities. The interest rate cap agreement is accounted for as a cash flow hedge transaction in accordance
with SFAS No.133. In accordance with the guidelines of SFAS No. 150 “Accounting for Certain Financial
Instruments with Characteristics of both Liabilities and Equity”, the issued preferred stock of NYM Preferred Trust I
has been classified as subordinated debentures in the liability section of the Company’s consolidated balance sheet.

12. Discontinued Operation

In connection with the sale of our wholesale mortgage origination platform assets on February 22, 2007 and the
sale of our retail mortgage lending platform on March 31, 2007, during the fourth quarter of 2006, we classified our
Mortgage Lending segment as a discontinued operation in accordance with the provisions of Statement of Financial
Accounting Standards No. 144. As a result, we have reported revenues and expenses related to the segment as a
discontinued operation and the related assets and liabilities as assets and liabilities related to a discontinued
operation for all periods presented in the accompanying consolidated financial statements. Certain assets, such as the
deferred tax asset, and certain liabilities, such as subordinated debt and Habilities related to leased facilities not
assigned to Indymac will become part of the ongoing operations of NYMT and accordingly, we have not included
these items as part of the discontinued operation in accordance with the provisions of SFAS No. 144,

The components of Assets related to the discontinued operation as of December 31, 2006 and 2005 are as
follows (dollar amounts in thousands):

December 31, December 31,

2006 2005
Restrictedcash. .. ...... ... i $ 1,065 § 519
Due from loanpurchasers. . .. ........ ... ... .. ... 88,351 121,813
Escrow deposits-pending loan closings .. ............ 3,814 1,434
Accounts and accrued interest receivable . .. ....... ... 2,488 4,966
Mortgage loans held for sale (see Note 3). . . .......... 106,900 108,271
Prepaid and otherassets .. ... .................... 4,654 3,686
Derivative ASSEIS L . v vttt e 1,137 1,300
Property and equipment, net (see Note ). . ... ........ 6,516 6,882

§ 214925 § 248,871
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12. Discontinued Operation — (continued)

The components of Liabilities related to the discontinued operation as of December 31, 2006 and 2005 are as

follows (dollar amounts in thousands):
December 31, December 31,

2006 2005
Financing arrangements, loans held for sale /for investment (see Note 9) .. ... ... .. $ 172972 § 221,217
Duetoloanpurchasers. . ....... .. .. . e 8,334 1,762
Accounts payable and accrued exXpenses . ... .. ... i 6,348 8,163
Derivative liabilities (see Note 7) . . . .. ..ot e s 216 394
Other liabilities . . . ... ... 117 389

$ 187987 § 231,925

The combined results of operations of the assets and liabilities related to the discontinued operation for the
years ended December 31, 2006, 2005 and 2004 are as follows (dollar amounts in thousands):

For the Year Ended December 31,

2006 2005 2004

Revenues:

Netinterest iNCOME . ... ..ottt e § 3524 8§ 4499 3 3,362
Gain on sale of mortgageloans. ... ...... ... ... .. L. 17,987 26,783 20,835
Loan losses . . . ... ot e e (8,228) — —
Brokeredloanfees ......... ... ... i i e 10,937 9,99] 6,895
Other (expense) inCOME . . . . .. ... ... . i, (294) 231 834
Total NetrevenUEes . . . . . . . .o et 23,926 41,504 31,926
Expenses:

Salaries, commissionsand benefits . ... ....... .. . . 21,711 29,045 16,736
Brokered loanexpenses . ... ... ... . e 8,277 7,543 5,276
Occupancy and equipment . ... ... .. .ttt 5,077 6,076 3,107
General and administrative . . . . ... ... ... 14,552 16,051 10,018
Total expenses. . .. ... ... i e 49,617 58,715 35,137
(Loss)/income before income tax benefit. . ... ................... (25,691) (17,211} (3,211)
Incometax benefit. .. ... ... i e e 8,494 8,549 1,259
Net {Joss)income . .. ... ... ... .ttty £ (17,197 § (8,662) § (1,952)

13. Commitments and Contingencies

Loans Sold to Investors — The Company is not exposed to long term credit risk on its loans sold to investors. In
the normal course of business however, the Company is obligated to repurchase loans based on violations of
representations and warranties, or early payment defaults.

Loans Funding and Delivery Commitments — At December 31, 2006 and December 31, 2005 the Company had
commitments to fund loans with agreed-upon rates totaling $104.3 million and $130.3 million, respectively. The
Company hedges the interest rate risk of such commitments and the recorded mortgage loans held for sale balances
primarily with FSLCs, which totaled $142.1 million and $51.8 million at December 31, 2006 and December 31,
2005, respectively. The remaining commitments to fund loans with agreed-upon rates are anticipated to be sold
through optional delivery contract investor programs. The Company does not anticipate any material losses from
such sales.
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13. Commitments and Contingencies — (continued)

Outstanding Litigation — The Company is involved in litigation arising in the normal course of business.
Although the amount of any ultimate liability arising from these matters cannot presently be determined, the
Company does not anticipate that any such liability will have a material effect on its consolidated financial
statements.

Leases — The Company lcases its corporate offices and certain retail facilities and equipment under short-term
lease agreements expiring at various dates through 2013. All such leases are accounted for as operating leases. Total
rental expense for property and equipment amounted to $4.8 million, $4.6 million and $3.3 miilion for the years
ended December 31, 2006, 2005 and 2004, respectively. On February 11, 2005, the Company signed a letter of
intent to enter into a sub-lease for its former headquarters space at 304 Park Avenue in New York. The Company’s
remaining contractual obligation to the landlord on this lease is $1.8 million. The sub-lease tenant will have a
contractual rent obligation to the Company under the sub-lease of $1.0 million. This transaction was completed in
late March 2005. Accordingly, during the first quarter of 2005, the Company recognized a charge of $0.8 million to
carnings.

On November 13, 2006 the Company entered into an Assignment and Assumption of Sublease and an Escrow
Agreement, each with Lehman Brothers Holdings Inc. (“Lehman™) (collectively, the “Agreements™). Under the
Agreements, the Company assigned and Lehman has assumed the sublease for the Company’s corporate
headquarters at 1301 Avenue of the Americas. Pursuant to the Agreements, Lehman will fund an escrow account in
the amount of $3.0 million for the benefit of NYMC. Pending the consent of the landlord to the assignment, the full
escrow amount will be released to the Company if it vacates the leased space on or before May 1, 2007, For each
month beginning in May 2007 that the Company remains in occupation of the leased space, the escrow amount
payable to NYMC will be reduced by $200,000. The Company intends to relocate its corporate headquarters to a
smaller facility at a location that is yet to be determined.

As of December 31, 2006 obligations under ncn-cancelable operating leases that have an initial term of more
than one year are as follows (dollar amounts in thousands):

Continuing Discontinued

December 31, operations operation Total

2007 . e e e e $ 2,550 % 2,761 % 3,311
2008 . . e e 2,468 1,985 4,453
2000 . . e e e 2,440 1,041 3,481
2000, e 2,377 637 3,014
200 e e — 294 294
Thereafter, . ... .. .. e — 357 157

$ 9,835 § 7,075 % 16,910

Letters of Credit — NYMC maintains a letter of credit in the amount of $100,000 in lieu of a cash security
deposit for an office lease dated June 1998 for the Company’s former headquarters tocated at 304 Park Avenue
South in New York City. The sole beneficiary of this letter of credit is the owner of the building, 304 Park Avenue
South LLC. This letter of credit is secured by cash deposited in a bank account maintained at Signature Bank.

Subsequent to the move to a new headquarters location in New York City in July 2003, in ficu of a cash security
deposit for the office lease we entered into an irrevocable transferable letter of credit in the amount of $313,300 with
PricewaterhouseCoopers, LLP (sublandlord), as beneficiary. This letter of credit is secured by cash deposited in a
bank account maintained at HSBC bank. )

F-27




NEW YORK MORTGAGE TRUST, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(dollar amounts in thousands unless otherwise indicated)

14. Related Party Transactions

Upon completion of the Company’s IPO and acquisition of NYMC, Steven B. Schnall and Joseph V. Fierro, the
former owners of NYMC, were entitled to a distribution of NYMC’s retained earnings through the close of the
Company’s [PO on June 29, 2004, not to exceed $4.5 million. As a result, a distribution of $2.4 million (30.4
million of retained earnings as of March 31, 2004 plus an estimate of $2.0 million for NYMC’s eamings through
June 29, 2004) was made to the former owners upon the close of the IPO, The subsequent eamnings and elimination
of distributions and unrealized gains and losses attributable to NYMC for the period prior to June 29, 2004 equated
to a distribution overpayment of $1.3 million, for which Messrs. Schnall and Fierro reimbursed the Company
immediately upon the finalization of the overpayment calculation in July 2004.

Steven B. Schnall owns a 48% membership interest and Joseph V. Fierro owns a 12% membership interest in
Centurion Abstract, LLC (“Centurion™), which provides titte insurance brokerage services for certain title insurance
providers. From time to time, NYMC refers its mortgage loan borrowers o Centurion for assistance in obtaining
title insurance in connection with their mortgage loans, although the borrowers have no obligation to utilize
Centurion’s services. When NYMC’s borrowers elect to utilize Centurion’s services to obtain title insurance,
Centurion collects various fees and a portion of the title insurance premium paid by the borrower for its title
insurance. Centurion received $13,323, $0.6 million and $0.6 million in fees and other amounts from NYMC
borrowers for the years ended December 31, 2006, December 31, 2005 and December 31, 2004 respectively, NYMC
does not economically benefit from such referrals.

15. Concentrations of Credit Risk

The Company has originated loans predominantly in the eastern United States. Loan concentrations are
considered to exist when there are amounts loaned to a muitiple number of borrowers with similar characteristics,
which would cause their ability to meet contractual obligations to be similarly impacted by economic or other
conditions. At December 31, 2006 and December 31, 2003, there were geographic concentrations of credit risk
exceeding 5% of the total loan balances within mortgage loans held for sale as follows:

December 31, December 31,
2006 2005
New York. . ... o e e 20.9% 43.0%
Massachusetts . . ... ... .t e 17.5% 17.8%
New Jersey . ..o e 12.3% 5.1%
Connecticut. . .. . .. . .. e 7.5% 5.8%
Florida . . ... e e 6.8% 9.7%

At December 31, 2006 and December 31, 2005, there were geographic concentrations of credit risk exceeding
5% of the total loan balances within mortgage loans held in the securitization trusts and mortgage loans held for
investment as follows:

December 31, December 31,
2006 2008
New York. . ... e e 26.2% 32.7%
Massachusetts . . .. ... ... .. . i e 14.4% 19.4%
Califomia . . .. ... . e 6.8% 14.1%
New Jersey . . ...t 4.2% 5.8%
Flotida . ... e e 4.2% 5.4%
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16. Fair Value of Financial Instruments

Fair value estimates are made as of a specific point in time based on estimates using market quotes, present
value or other valuation techniques. These techniques involve uncertaintics and are significantly affected by the
assumptions used and the judgments made regarding risk characteristics of various financial instruments, discount
rates, estimates of future cash flows, future expected loss experience, and other factors.

Changes in assumptions could significantly affect these estimates and the resulting fair values. Derived fair
value estimates cannot be necessarily substantiated by comparisen to independent markets and, in many cases, could
not be necessarily realized in an immediate sale of the instrument. Also, because of differences in methodologies
and assumptions used to estimate fair values, the Company’s fair values should not be compared to those of other
companies.

Fair value estimates are based on existing financial instruments and do not attempt to estimate the value of
anticipated future business and the value of assets and liabilities that are not considered financial instruments.
Accordingly, the aggregate fair value amounts presented below do not represent the underlying value of the Company.

The fair value of certain assets and liabilities approximate cost due to their short-term nature, terms of repayment
or interest rates associated with the asset or liability. Such assets or liabilities include cash and cash equivalents, escrow
deposits, unsettled mortgage loan sales, and financing arrangements. Al forward delivery commitments and option
contracts to buy securities are to be contractually settled within six months of the balance sheet date.

The following describes the methods and assumptions used by the Company in estimating fair values of other
financial instruments:

a. Investment Securities Available for Sale -— Fair value is generally estimated based on market prices
provided by five to seven dealers who make markets in these financial instruments. If the fair value of a security
is not reasonably available from a dealer, management estimates the fair value based on characteristics of the
security that the Company receives from the issuer and based on available market information.

b. Mortgage Loans Held for Sale — Fair value is estimated using the quoted market prices for securities
backed by similar types of loans and current investor or dealer commitments to purchase loans.

¢. Mortgage Loans Held for Investment — Mortgage loans held for investment are recorded at amortized
cost. Fair value is estimated using pricing modeZs and taking into consideration the aggregated characteristics of
groups of loans such as, but not limited to, collateral type, index, interest rate, margin, length of fixed-rate
period, life cap, periodic cap, underwriting standards, age and credit estimated using the quoted market prices
for securities backed by similar types of loans.

d. Mortgage Loans Held in the Securitization Trusts — Mortgage loans held in the securitization trusts are
recorded at amortized cost. Fair value is estimated using pricing models and taking into consideration the
agpregated characteristics of groups of loans such as, but not limited to, collateral type, index, interest rate,
margin, length of fixed-rate period, life cap, periodic cap, underwriting standards, age and credit estimated
using the quoted market prices for securities backed by similar types of loans.

e. Interest Rate Swaps and Caps -— The fair value of interest rate swaps and caps is based on using market
accepted financial models as well as dealer quotes.

f. Interest Rate Lock Commitments — The fair value of IRLCs is estimated using the fees and rates
currently charged to enter into similar agreements, taking into account the remaining terms of the agreements
and the present creditworthiness of the counterparties. For fixed rate loan commitments, fair value also
considers the difference between current levels of interest rates and the committed rates. The fair value of
IRLCs is determined in accordance with SAB 105,

g. Forward Sale Loan Contracts — The fair value of these instruments is estimated using current market
prices for dealer or investor commitments relative to the Company’s existing positions.
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16, Fair Value of Financial Instruments — (continued)

The following tables set forth information about financial instruments, except for those noted above for which
the carrying amount approximates fair value (dollar amounts in thousands):

December 31, 2006

Notional Carrying Estimated
Amount Amount Fair Value
Continuing Operations:
Investment securities available forsale . ... ... ... ..., .. ... $ 491,293 § 488,962 § 488,962
Mortgage loans held in the securitization trusts . ... ......... 584,358 588,160 582,504
Commitments and contingencies: ... ....................
Interest rate SWaPs. . . v vt et e e 285,000 621 621
Interestrale Caps . . .. .ottt it e 1,514,744 1,045 1,045
Discontinued Operation:
Mortgage loans held forsale. ... ......... ... .. ... ...... 110,804 106,900 107,810
Commitments and contingencies: . ... ...................
Interest rate lock commitments — loan commitments. . .. ...... 104,334 (118) (118)
Interest rate lock commitments — mortgage loans held for sale. . . 106,312 (98) (98}
Forward loan salescontracts. . . .. ... ................. 142,110 171 171
TNtereSETate CaPS . - . o o vttt e e e A 25,774 % 96 § 966
December 31, 2005
Notignal Carrying Estimated
Amount Amount Fair Value
Continuing Operations:
Investment securities available forsale .. .. ... ... ....... $ 719,701 § 716,482 § 716,482
Mortgage loans held for investment. . .................... 4,054 4,060 4,079
Mortgage loans held in the securitization trusts .., ... ....... 771,451 776,610 775,311
Commitments and contingencies: ... ...........ouvenn..
Interest Fate SWAPS . « v v v v e vt e e 645,000 6,383 6,383
Interestrate caps . .. ... vt e 1,833,086 2,163 2,163
Discontinued Operation:
Mortgage loans held forsale. . . ...................... .. 108,244 108,271 109,252
Commitments and contingencies: .. .....................
Interest rate lock commitments — loan commitments. .. ... .. 130,320 123 123
Interest rate lock commitments — mortgage loans held for sale .. 108,109 (14) (14)
Forward loansalescontracts. . . . ..................... 51,763 (380) (380)
INEEreSt TAte CAPS « « « v\ vt e e e e e e e e e $ 25,774 % 1,177  § 1,177

17. Income Taxes

NYMT and its taxable subsidiary, NYMC, were S corporations prior to June 29, 2004 pursuant to the Internal
Revenue Code of 1986, as amended, and as such did not incur any federal income tax expense. On June 29, 2004,
NYMC became a C corporation for federal and state income tax purposes and, as such, is subject to federal and state
income tax on its taxable income for periods after June 29, 2004.

A reconciliation of the statutory income tax provision (benefit) to the effective income tax provision for the
vears ended December 31, 2006 and December 31, 2003, is as follows (dollar amounts in thousands).
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17, Income Taxes ~ (continued)

December 31, December 31,
2006 2005
Benefit at statutory rate (35%). . ... ... .. ... ... ... .. 5 (8,234) § (4,861)
Non-taxable REIT loss . .. ...... ... .o i, (1,891 (2,038)
Transfer pricing of loans sold to nontaxable parent . . . .. .. 11 555
State and local tax benefit. . ... ... ... ... ........... (2,663) (1,731)
Valuationallowance., .. ... ... ... .. i, 4,269 —
Miscellaneous . .. ....... ... ... ... . . 14 21
Changeinfaxstatus . .......... ... .. ... ... — {453)
Totalbenefit .. ...... ... ... .. ... . ... .. ... ... .. g (8.494) § (8.549)

The income tax benefit for the year ended December 31, 2006 is compnised of the following components {dollar

amounts in thousands):

Deferred

Regular tax benefit

Federal . .. ... ... ... 3 (6,721)

AL . . o (1,773)

Total tax benefit . . ... ... ... i 3 (8.494)

The income tax benefit for the year ended December 31, 2005 is comprised of the following components:

Deferred

Regulartaxbenefit .. ....... .. ... .. ... ... ... ... . ...

Federal . ... . .. $ (6,818)

] 1 (1,731)

Total tax benefit ... ... . b (8,549)

The deferred tax asset at December 31, 2006 iricludes a deferred tax asset of $18.4 million and a deferred tax
liability of $0.1 million which represents the tax effect of differences between tax basis and financial statement
carrying amounts of assets and liabilities. The major sources of temporary differences and their deferred tax effect at

December 31, 2006 are as follows (dollar amounts in thousands):

Deferred tax assets:
Net operating l0Ss CaITYOVET . . . vt ittt o et e n e veeee e
Restricted stock, performance shares and stock option expense. . . ...........
Mark to market adjustment . ... ... L e e
Sec. 267 disallowance . .. . ... .. L
Charitable contribution carryforward .. ........ . ... ... . ... . .
GAAP reseIves. . . .. e
Rentexpense ... ... ... .
Lossonsublease. . ... .. ... .. . . .
Grossdeferred tax asset. . . .. ... .. .. . . i e
Valuationallowance . ... . ... ... .. . e
Netdeferred tax asset . .. ... ... ... . .. ..

Deferred tax liabilities:
Management COMPENSAtON . . .. . .. ..ttt e
e e atiON. . . . e e e e e
Totaldeferred tax liability . . . ... ... .. ... . . . .. ..
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17. Income Taxes — (continued)

The deferred tax asset at December 31, 2005 includes a deferred tax asset of $10.2 million and a deferred tax
liability of $0.3 million which represents the tax effect of differences between tax basis and financial statement
carrying amounts of assets and liabilities. The major sources of temporary differences and their deferred tax effect at
December 31, 2005 are as follows (dollar amounts in thousands):

Deferred tax assets:

Netoperating loss forward. . .. ... ... . i e $ 9.560
Restricted stock, performance shares and stock optionexpense. . . ........... 125
Rentexpense . ... o i e 120
Management compensation . .. ... ... .. e e 98
Lossonsublease. . .. ... e e 181
Mark to market adjustments. . . ... ... o 94
Total deferred tax asSet . . . . .. .. ot e s 10,178
Deferred tax liabilities:
Deprecialion. . .. ... o it i e e 319
Total deferred tax liability . ... ... ... . . 319
Netdeferred tax @556 . . . ottt it e e e e $ 9859

The net deferred tax asset is included in prepaid and other assets on the accompanying consolidated balance
sheet. Management has established a valuation allowance for the portion of the net deferred tax assets that it believes
is more likely than not that, based upon the weight of available evidence, will not be realized.

Although realization is not assured, management believes it is more likely than not that the remaining deferred
tax assets, for which valuation allowance has not been established, will be realized. The net operating loss
carryforward expires at various intervals between 2012 and 2026. The charitable contribution carryforward will
expire in 201 1.

18. Segment Reporting

Until March 31, 2007, the Company operated two segments, the Mortgage Portfolio Management segment and
the Mortgage Lending segment. Upon the sale of substantially all of its mortgage lending operating assets to
Indymac as of March 31, 2007, the Company exited the mortgage lending business and accordingly will no longer
report segment information.

19. Capital Stock and Earnings per Share

The Company had 400,000,000 shares of common stock, par value $0.01 per share, authorized with 18,325,187
shares issued and 18,077,880 outstanding as of December 31, 2006. Of the common stock authorized, 1,031,111
shares were reserved for issuance as restricted stock awards to employees, officers and directors pursuant to the
2005 Stock Incentive Plan. As of December 31, 2006, 878,496 shares remain reserved for issuance.

The Company calculates basic net income per share by dividing net income (loss) for the period by weighted-
average shares of common stock outstanding for that period. Diluted net income (loss) per share takes into account
the effect of dilutive instruments, such as stock options and unvested restricted or performance stock, but uses the
average share price for the period in determining the number of incremental shares that are to be added to the
weighted-average number of shares outstanding. Since the Company is in a loss position for the fiscal years ended
December 31, 2006 and 2005, the calculation of basic and diluted earnings per share is the same since the effect of
common stock equivalents would be anti-dilutive.
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19. Capital Stock and Earnings per Share — (continued)

The following table presents the computation ¢f basic and diluted net earnings per share for the periods
indicated {dollar amounts in thousands, except net earnings per share):

For the Year For the Year For the Year
Ended Ended Ended
December 31, December 31, December 31,
2006 2005 2004
Numerator:
Net (foss}income. . .. ... ... .. . i $ (15,031) § (5,340) § 4,947
Denominator: .
Weighted average number of common shares outstanding — basic 18,038 17,873 17,797
Net effect of unvested restricted stock . ... ................ — — 224
Performanceshares . . ......... ... ... .. ... .......... — — 35
Escrowed shares{1) .. ... ... .ot — — 33
Net effect of stock options(2)y . . . ... ........ ... ........ — — 6
Weighted average number of common shares outstanding —
dilutive. . ... e b 18,038 17,873 18,115
Net (loss)/income per share —basic . . .. ................. 3 (0.83) § (0.30) § 0.28
Net (loss)/income per share —diluted. . . ................. $ (0.83) § (0.30) % 0.27

During 2006, taxable dividends for New York Mortgage Trust’s common stock were $0.63 per share. For tax
reporting purposes, the 2006 taxable dividend will be classified as follows: $0.02401 as ordinary income and
$0.60599 as a return of capital.

During 2005, taxable dividends for New York Mortgage Trust’s common stock were $0.95 per share. For tax
reporting purposes, the 2005 taxable dividend will be classified as follows: $0.81532 as ordinary income and
$0.13468 as a return of capital,

(1) Upon the closing of the Company’s 1PO, of the 2,750,000 shares exchanged for the equity interests of
NYMC, 100,000 shares were held in escrow through December 31, 2004 and were available to satisfy any
indemnification claims the Company may have had against the contributors of NYMC for losses incurred
as a result of defaults on any residential mortgage loans originated by NYMC and closed prior to the
completion of the 1PO. As of December 31, 2004, the amount of escrowed shares was reduced by 47,680
shares, representing $492,536 for estimated losses on loans closed prior to the Company’s IPO.
Furthermore, the contributors of NYMC entered into a2 new escrow agreement, which extended the escrow
period to December 31, 2006 for the remaining 52,320 shares. [n September 2006, the Company concluded
all indemnification claims related to the escrowed shares were finally determined and no additional losses
would be incurred. Accordingly the remaining 52,320 escrowed shares were released from escrow on
October 27, 2006.

(2) The Company has granted 591,500 stock options under its stock incentive plans.
20. Stock Incentive Plans

2004 Stock Incentive Plan

The Company adopted the 2004 Stock Incentive Plan (the “2004 Plan™), during 2004. The 2004 Plan provided
for the issuance of options to purchase shares of common stock, stock awards, stock apprectation rights and other
equity-based awards, including performance shares, and all employees and non-employee directors were eligible to
receive these awards under the 2004 Plan. During 2004 and 2005, the Company granted stock options, restricted
stock and performance shares to certain of its emp.oyvees and non-employee directors under the 2004 Plan, including
performance shares awarded to certain employees in connection with the Company’s November 2004 acquisition of
Guaranty Residential Lending, Inc. (*GRL"). The maximum number of options that could be issued under the 2004
Plan was 706,000 shares and the maximum number of restricted stock awards that could be granted was 794,250.
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20. Stock Incentive Plans — {continued)

2005 Stock Incentive Plan

At the Annual Meeting of Stockholders held on May 31, 2005, the Company’s stockholders approved the
adoption of the Company’s 2005 Stock Incentive Plan (the *2005 Plan™). The 2005 Plan replaced the 2004 Plan,
which was terminated on the same date. The 2005 Plan provides that up to 1,031,111 shares of the Company’s
common stock may be issued thereunder. The 2005 Plan provides that the number of shares available for issuance
under the 2005 Plan may be increased by the number of shares covered by 2004 Plan awards that were forfeited or
terminated after March 10, 2005. On October 12, 2006, the Company filed a registration statement on Form S-8
registering the issuance or resale of 1,031,111 shares under the 2005 Plan. As of December 31, 2006, 16,540 shares
awarded under the 2004 Plan had been forfeited or terminated.

Options

Each of the 2005 and 2004 Plans provide for the exercise price of options to be determined by the Compensation
Committee of the Board of Directors (“Compensation Committee™) but not to be less than the fair market value on the
date the option is granted. Options expire ten years after the grant date. As of December 31, 2006, 591,500 options
have been granted pursuant to the Company’s stock incentive plans with a vesting period of two years.

The Company accounts for the fair value of its grants in accordance with SFAS No. 123(R). The compensation
cost charged against income exclusive of option forfeitures during the twelve months ended December 31, 2006 and
2005 was approximately $32,000 and $44,000, respectively. As of December 31, 2006, there was no unrecognized
compensation cost related to non-vested shate-based compensation awards granted under the stock option ptans, No
cash was received for the exercise of stock options during the twelve month periods ended December 31, 2006, 2005
and 2004.

A summary of the status of the Company’s options as of December 31, 2006 and changes during the year then
ended is presented below:

Weighted

Average

Number of Exercise

Options Price
i

QOutstanding at beginning of year, January 1, 2006 . .. ... e 541,500 3 9.56
Granted. . ... — —
Canceled. .. ... ... . e 75,000 9.83
Exercised . .. ... ... . e — —
Outstanding at end of year, December 31,2006 . ................. 466,500 $§ 9.52
Options exercisableatyear-end . ... ...... .. ... ... .. ... ... .. 466,500 § 952

A summary of the status of the Company’s options as of December 31, 2005 and changes during the year then
ended is presented below:

Weighted
Average
Number of Exercise
Options Price
Outstanding at beginning of year, Janvary 1,2005 . . ... ............ 591,500 § 958
Granted. .. ... .. —
Canceled. . . ... i e 50,000 9.83
Exercised . ... ... i e — —
Outstanding at end of year, December 31,2005 . .................. 541,500 § 9.56
Options exercisableatyear-end . ... .......... ... ..., ........ 403,157 § 947
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20. Stock Incentive Plans — (continued)

A summary of the status of the Company’s options as of December 31, 2004 and changes during the year then
ended is presented below:

Weighted
Average
Number of  Exercise
Options Price
Outstanding at beginning of year, Janary 1,2004 ... ... ... ... ... ... — —
Granted. . .. ... e 591,500 § 958
Canceled . .. ... ... . . e — —
Exercised. .. .. .. . L e — —
Outstanding at end of year, December 31,2004 . ... . ... .. ........... 591,500 $ 9.58
Options exercisableatyear-end. . ... ... ........ ... . ... ... ...... 314,828 8§ 936
Weighted-average fair value of options granted during the year . . ... .. ... $ 958.
The following table summarizes information about stock options at December 31, 2006:
Options
QOutstanding
Weighted
Average
Remaining Options Exercisable Fair Value
Date of Number Contractual Exercise Number Exercise of Options
Range of Exercise Prices Grants Qutstanding Life (Years) Price Exercisable Price Granted
$9.00 6/24/04 176,500 7.5 $ 5.00 176,500 § 900 $§ 039
$9.83 12/2/04 290,000 7.9 983 290,000 9.83 0.29
Total 466,500 78 $ 952 466500 $§ 952 $§ 033
The following table summarizes information about stock options at December 31, 2005:
Options
Outstanding
Weighted
Averajze
Remaining Options Exercisable Fair Value
Number Contractual Exercise Number Exercise of Options
Range of Exercise Prices Quistanding Life (Years) Price Exercisable Price Granted
$9.00 176,500 8.5 $ 9.00 176,500 & 900 $ 0.39
$9.83 365,000 3.9 9.83 226,657 9.83 0.29
Total 541,500 8.8 $ 9.56 403,157 % 947 § 0.33
The following table summarizes information about stock options at December 31, 2004:
Options
Qutstanding
Weighied
Average
Remaining Options Exercisable Fair Value
Number Contractual Exercise Number Exercise of Options
Range of Exercise Prices Outstanding Life (Years) Price Exercisable Price Granted
$9.00 176,500 9.5 $ 9.00 176,500 § 9060 § 0.39
$9.83 415,000 9.9 9.83 138,328 9.83 0.29
Total 591,500 9.8 $ 9.58 314,828 § 936 § 0.35
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20. Stock Incentive Plans — (continued)

The fair value of each option grant is estimated on the date of grant using the Binomial option-pricing model
with the following weighted-average assumptions:

Risk freeinterestrate . ....... ottt e 4.5%

Expected volatility . ... ... .. .. . 10%

Expected life . ... .. .0 e 10 years

Expecteddividendyield . ........... ... ... . .. i i 10.48%
Restricted Stock

As of December 31, 2006, the Company has awarded 684,333 shares of restricted stock under the 2005 Plan, of
which 470,826 shares have fully vested. As of December 31, 2006 the remaining shares of restricted stock awarded
under the 2005 Plan are subject to vesting periods between 3 and 24 months. During the year ended December 31,
2006, the Company recognized non-cash compensation expense of $1.0 million relating to the vested portion of
restricted stock grants. Dividends are paid on all restricted stock issued, whether those shares are vested or not. In
general, unvested restricted stock is forfeited upon the recipient’s termination of employment.

A summary of the status of the Company’s non-vested restricted stock as of December 31, 2006 and changes
during the year then ended is presented below:

Number of Weighted

Non-vested Average
Restricted Grant Date
Shares Fair Value
Non-vested shares at beginning of year, January 1,2006, .. ..................... 221,058 §$ 3.85
Granted. . .. e e e e e e 129,155 4.36
Forfeited. . .. ..o e (21,705) 9.20
VeEsted . .. e e e {115,001) 8.37
Non-vested shares as of December 31,2006, . .. .. ... .. i 213,507 $ 6.36
Weighted-average fair value of restricted stock granted during the period. . .. .... .. .. $ 562,549 § 4.36

A summary of the status of the Company’s non-vested restricted stock as of December 31, 2005 and changes
during the year then ended is presented below:

Number of Weighted

Non-vested Average
Restricted Grant Date
Shares Fair Value
Non-vested shares at beginning of year, Janvary 1,2005. . ... ... ... ... . .... 367,803 8 9.20
Granted. | . . . e e e e e e 40,000 6.88
Forfeited . . . .. e e e (26,253) 9.83
Vested . oo e e e e (160,492) 9.00
Non-vested shares as of December 31, 2005, . .. ... ... .. . i e e 221,058 3 8.85
Weighted-average fair value of restricted stock granted during the period. . . .. ... . ... $§ 275000 § 6.88
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20. Stock Incentive Plans — (continued)

Performance Based Stock Awards

In November 2004, the Company acquired 15 full-service and 26 satellite retail mortgage banking offices
located in the Northeast and Mid-Atlantic states from General Residential Lending, Inc, (“GRL”). Pursuant to that
transaction, the Company committed to award 238,809 shares of the Company’s stock to certain employees of those
branches. Of these committed shares, 206,256 were performance based stock awards granted upon attainment of
predetermined production levels and 32,553 were restricted stock awards, As of December 31, 2006, the awards
range in vesting petiods from 3 to 6 months with a share price set at the December 2, 2004 grant date market value
of $9.83 per share, During the year ended December 31, 2006, the Company recognized non-cash compensation
expense, exclusive of forfeitures of $0.1 million relating to performance based stock awards. Unvested performance
share awards have no voting rights and do not earn dividends.

A summary of the status of the Company’s non-vested performance based stock awards as of December 31,
2006 and changes during the year then ended is presented below:

Number of Weighted

Non-vested Average
Restricted Grant Date
Shares Fair Value
Non-vested shares at beginning of vear, January 1,2006. .. .. ................... 61,078 § 9.83
Granted. .« . . o e e e e e — —
Forfeited . . . ... . e e e e (26,271) 9.83
VEsted . .o i e e e e e s {9,256) 9.83
Non-vested shares as of December 31, 2006. . .. .. .. .. it 25,551 §% 9.83

A summary of the status of the Company’s non-vested performance based stock awards as of December 31,
2005 and changes during the year then ended is presented below:

Number of Weighted

Non-vested Average
Restricted Grant Date
Shares Fair Value

Non-vested shares at beginning of year, January 1,2005. .. .. ................... 206,256 § 9.83
Granted. . . . o e e e e — —
Forfeited . . .. .. e (107,561) 9.83
VSt .« o ot e e e (37,617) 9.83
Non-vested shares as of December 31, 2005, . . . ... . . . i i e 61,078 § 9.83
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21. Quarterly Financial Data (unaudited)

The following table is a comparative breakdown of our unaudited quarterly results for the immediately
preceding eight quarters. The unaudited information provided does not consider the effects of discontinued
operations (dollar amounts in thousands, except per share data):

Three Months Ended :
Mar. 31, Jun. 30, Sep. 30, Dee. 31,

2006 2006 1006 2006
Revenues:
Tnterest iNCOME . .. .. ...t e $22,626 $£18,701 $20878 $19,042
INterest eXPenSe. . . oottt i e e e 18,279 15885 20,096 18,680
Netinterestincome . . ... ... .. ottt e 4,347 2,816 782 362
Other InCOME (EXPENSE). . . .\ttt e it e et eee s
Gain on sales of mortgageloans . . ............. ... ... ..... 4,070 5,981 4,311 3,625
Loan losses . . .. e — — @077 (4,208)
Brokeredloanfees. . ... .. ... . . .. . ... . e 2,777 3,493 2,402 2,265
Loss on sale of current period securitized loans . ......... ... ... {773) 26 — —
(Loss) gain on sale of marketable securities and related hedges . . . . .. (969) — 440 —
Miscellaneousincome 10ss . .. . ... .. i 119 148 43 143
Total other income (EXPEnSe) . . . . .o vttt it i 5,224 9,648 3,119 1,825
Expenses:
Salaries, commissions and related expenses .. ... ... ... ... ..., 6,341 6,001 5,378 4,705
Brokered loanexpenses . . ........... . . . o i 2,168 2,767 1,674 1,668
General and administrative expenses. . . ... ........ ... .. .. ... 5,774 5,181 4,632 5,359
Total eXpenses. . .. .. . e 14,283 13949 11,684 11,732
Income (loss) before provision for income taxes. . . .............. (4,712)  (1,485) (7,783) (9,545)
Income tax benefit. . . ... ... .. 2,916 1,663 3,915 —
Net income (JOSS). . v oo oot et e e et e e $ (1,796) 178 §(3,868) $ (9,545)
Pershare basicincome (loss} . .. ... v i e s $ (0.10) § 001 § (021) § (0.53)
Per share diluted income (loss) . . ........ ... ... .. ... . .. ... $ 010§ 001 $ (0.21) § (0.53)
Three Months Ended
Mar. 31, Jun. 30, Sep. 30, Dec. 31,
2005 2005 2005 2005
Revenues:
INEErest iNCOME . . .o v it it e e e e $17,117 $19,669 $19,698 §$ 20,992
INterest @XPeISe . . e e e e e 11,690 14,531 16,159 17,724
Net InteresSt iNCOME . . . ... ot ittt e e e e e i me e 5,427 5,138 3,539 3,268
Other income (expense):
Gain on sales of mortgage loans . .. ........................ 4,321 8,328 8,985 5,149
Brokeredloanfees. ... ....... ... ... ... 1,999 2,534 2,647 2,811
Gain (loss) on sale of marketable securities and related hedges . . . .. 3 544 1,286 (7,440)
Miscellaneous income (108S). . . ..o oo o v e i et e e e ens 115 (10) 91 36
Total other income (eXpense) . ... ..o v e inii e enn. 6812 11,396 13,009 - 556
Expenses:
Salaries, commissions and related expenses . . ... ... .., ... ... .. 7,143 9,430 7,302 7,104
Brokered loan expenses . .. ... .. it e 1,520 2,686 1,483 1,854
General and administrative expenses. . . .......... ... . ae ... 6,304 6,062 5,903 6,243
Total eXpenses. . ... ... ... e 14,967 18,178 14,688 15,201
Income (loss) before provision for income taxes. ... ............ (2,728) (1,644) 1,860  (11,377)
Incometaxbenefit. . ..... ... .. .. .0 i 2,690 2,190 1,000 2,669
Netincome (l0SS). . . . .. .. ... it it e e $ (B8 § 546 % 2860 § (R,708)
Per share basic income (1058) .. ...... ot $ 000 % 003 § 016 § (049
Per share diluted income (loss) . . .. ... .. . $ 000 § 003 § 016 § (0.49
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22. Subsequent events

- On February 7, 2007, we announced that we had entered into a definitive agreement to sell substantially all of
the retail mortgage lending platform of NYMC to lndyMac Bank, F.S.B., (“Indymac™), a wholly owned subsidiary
of Indymac Bancorp, Inc, for an estimated purchase’ price of $13.5 mllllon in cash and the assumption of certain of
our llab111t1e§ by Indymac.'On March 31, 2007, Indymac purchased substantially all of the operating assets related to
NYMC’s retail mortgage lending platform, inciuding, among other things, assuming leases held by NYMC for
appmxxmately 20 full servnce and approximately 10 satellite retail mortgage lending offices (excluding the lease for
the Company s corporate headquarters, which is being assigned, as previously announced, under a separate
agreement to Lehman Brothers Holding, Inc.), the tangible personal property located in those approximately 30
retail mmtgaige banking offices, NYMC’s pipeline of residential mortgage loan applications (the “Pipeline Loans™),
escrowed deposits related to the Pipeline Loans, customer lists and intellectual property and information technology
systems used by NYMC in the conduct of its re tall mortgage banking platform. Indymac assumed the obligations of
NYMC under the Pipeline Loans and substantially all of NYMC’s liabilities under the purchased contracts and
purchased assets arising after the closing date. Indymac has also agreed to pay (i) the first $500,000 in severance
expenses with respect to “transferred employees” (as defined in the asset purchase agreement filed as Exhibit 10,62
to this Annual Report on Form 10-K) and (ii) severance expenses in excess of $1.1 million arising after the closing
with respect to transferred employees. As part of the Indymac transaction, the company has agreed, for a period of
18 months, not to compete with Indymac other than in the purchase, sale, or retention of mortgage loans. Indymac
has hired substantially all of our branch emplovees and loan officers and a majority of NYMC employees based out
of our corperate headquarters. As of April 1, 2007, the Company has approximately 4¢ employees.

On February 14, 2007, we entered into a definitive agreement with Tribeca Lending Corp., a subsidiary of Franklin
Credit Management Corporation (“Tribeca Lencling”) to sell our wholesale lending business for an estimated purchase
price of $485,000. This transaction closed on February 22, 2007. Together, the closing of the sale of our retail mortgage
banking platform to Indymac and the sale of our wholesale lending business to Tribeca Lending has resulted in gross
proceeds to NYMT of approximately $14.0 million before fees and expenses, and before deduction of approximately
$2.3 million, which will be held in escrow to support warranties and indemnifications provided to Indymac by NYMC
as well as other purchase price adjustments. NYMC will record a one time taxable gain on the sale of these assets.
NYMC’s deferred tax asset will absorb any taxable gain from the sale.

On November 13, 2006, The New York Mortgage Company, LL.C (“NYMC”), a taxable REIT subsidiary of
New York Mortgage Trust, Inc. (the “Company™), entered into an Assignment and Assumption of Sublease and an
Escrow Agreement, each with Lehman Brothets Holdings Inc. (“Lehman™) (collectively, the “Agreements™), Under
the Agreements, NYMC assigned and Lehman has assumed the sublease for the Company’s corporate headquarters
at 1301 Avenue of the Americas. Pursuant to the Agreements, Lehman will fund an escrow account in the amount of
$3,000,000 for the benefit of NYMC. Pending the consent of the landlord to the assignment, the fuil escrow amount
will be released to the Company if it vacates the leased space on or before March 1, 2007. For each month beginning
in March 2007 that the Company remains in occupation of the leased space, the escrow amount payable to NYMC
will be reduced by $200,000. NYMC will be paid an additional (i} $100,000 if the Company vacates the leased
space between February 1, 2007 and February 28, 2007, or (ii} $200,000 if the Company vacates the leased space
prior to February 1, 2007. The Company intends to relocate its corporate headquarters to a smaller facility at a
location that is yet to be determined.

On or about January 5 2007, NYMC and Lehman entered into a First Amendment to Assignment and
Assumption of Sublease extending the date for NYMC to vacate the leased space to on or before April 1, 2007. For
each month beginning in April, 2007 that NYMC remains in occupation of the leased space, the escrow amount
payable to NYMC will be reduced by $200,000.

On or about February 8, 2007 NYMC and Lehman entered into a Second Amendment to the Assignment and
Assumption of Sublease extending the date for NYMC to vacate the leased space on or before May 1, 2007. For
each month beginning in May, 2007 that NYMC remains in occupation of the leased space, the escrow amount
payable to NYMC will be reduced by $200,000.

F-39




'EXHIBIT INDEX

Exhibits. The exhibits required by Item 601 of Regulation S-K are listed below. Management contracts or
compensatory plans are filed as Exhibits 10.16, 10.28 - 10.34, 10.38, 10.41, 10.46, 10.60, 10.61.

Exhibit

Description

31

3.2(a)

3.2(b)
4.1

4.2(a)

4.2(b)

10.1

10.2

10.3

104

10.5

10.6

Articles of Amendment and Restatement of New York Mortgage Trust, Inc. (Incorporated by reference to
Exhibit 3.1 to the Company’s Registration Statement on Form S-11 as filed with the Securities and
Exchange Commission (Registration No. 333-111668), effective June 23, 2004),

Bylaws of New York Mortgage Trust, Inc. (Incorporated by reference to Exhibit 3.2 to the Company’s
Registration Statement on Form S-11 as filed with the Securities and Exchange Commission
{Registration No. 333-111668), effective June 23, 2004).

Amendment No. | to Bylaws of New York Mortgage Trust, Inc.

Form of Common Stock Certificate. (Incorporated by reference to Exhibit 4.1 to the Company’s
Registration Statement on Form S-11 as filed with the Securities and Exchange Commission
{Registration No. 333-111668), effective June 23, 2004).

Junior Subordinated Indenture between The New York Mortgage Company, LLC and JPMorgan Chase
Bank, National Association, as trustee, dated September 1, 2003. (Incorporated by reference to Exhibit
4.1 to the Company’s Current Report on Form 8-K as filed with the Securities and Exchange
Commission on September 6, 2005).

Amended and Restated Trust Agreement among The New York Mortgage Company, LLC, JPMorgan
Chase Bank, National Association, Chase Bank USA, National Association and the Administrative
Trustees named therein, dated September 1, 2005, (Incorporated by reference to Exhibit 4.2 to the
Company’s Current Report on Form 8-K as filed with the Securities and Exchange Commission on
September 6, 2005).

Warehousing Credit Agreement, among The New York Mortgage Company LLC, Steven B. Schnall,
Joseph V. Fierro and National City Bank of Kentucky, dated January 25, 2002. (Incorporated by
reference to Exhibit 10.3% to the Company’s Registration Statement on Form $-11 as filed with the
Securities and Exchange Commission {Registration No., 333-111668), effective June 23, 2004).

First Amendment, dated April 2002, to Warchousing Credit Agreement, among The New York Mortgage
Company LLC, Steven B. Schnall, Joseph V. Fierro and National City Bank of Kentucky, dated January
25, 2002, (Incorporated by reference to Exhibit 10.40 to the Company’s Registration Statement on Form
S-11 as filed with the Securities and Exchange Commission (Registration No. 333-111668), effective
June 23, 2004). o

Second Amendment, dated June 3, 2002, to Warehousing Credit Agreement, among The New York
Mortgage Company LLC, Steven B. Schnall, Joseph V. Fierro and National City Bank of Kentucky,
dated January 25, 2002. (Incorporated by reference to Exhibit 10.41 to the Company’s Registration
Statement on Form S-11 as filed with the Securities and Exchange Commission (Registration No. 333-
111668), effective June 23, 2004)}.

Third Amendment, dated November |, 2002, to Warehousing Credit Agreement, among The New York
Mortgage Company LLC, Steven B. Schnall, Joseph V. Fierro and National City Bank of Kentucky,
dated January 25, 2002. (Incorporated by reference to Exhibit 10.42 to the Company’s Registration
Statement on Form S-11 as filed with the Securities and Exchange Commission (Registration No, 333-
111668), effective June 23, 2004).

Fourth Amendment, dated June 15, 2003, to Warehousing Credit Agreement, among The New York
Mortgage Company LLC, Steven B. Schnall, Joseph V. Fierro and National City Bank of Kentucky,
dated January 25, 2002. (Incorporated by reference to Exhibit 10.43 to the Company’s Registration
Statement on Form S-11 as filed with the Securities and Exchange Commission (Registration No. 333-
111668), effective June 23, 2004).

Warehouse Promissory Note, between The New York Mortgage Company, LLC and National City Bank
of Kentucky, dated January 25, 2002, (Incorporated by reference to Exhibit 10.44 to the Company’s -
Registration Statement on Form S-11 as filed with the Securities and Exchange Commission
(Registration No. 333-111668), effective June 23, 2004).
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10.15
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Amended and Restated Warehouse Promissory Note, between The New York Mortgage Company, LLC
and National City Bank of Kentucky, dated June 3, 2002, (Incorporated by reference to Exhibit 10.45 to
the Company’s Registration Statement on Form S-11 as filed with the Securities and Exchange
Commission (Registration No. 333-111668), effective June 23, 2004).

Warehousing Credit Agreement, between New York Mortgage Company, LLC, Steven B. Schnall, Joseph
V. Fierro and National City Bank of Kentucky, dated as of January 25, 2002. (Incorporated by reference
to Exhibit 10.46 to the Company’s Registration Statement on Form S-11 as filed with the Securities and
Exchange Commission (Registration No. 333-111668), effective June 23, 2004).

Pledge and Security Agreement, between The New York Mortgage Company, LLC and National City
Bank of Kentucky, dated as of January 25, 2002. (Incorporated by reference to Exhibit 10.47 to the
Company’s Registration Statement on Form S-11 as filed with the Securities and Exchange Commission
(Registration No. 333-111668), effective June 23, 2004).

Unconditional and Continuing Guaranty of Payment by Steven B. Schnall to National City Bank of
Kentcky, dated January 25, 2002. (Incorporated by reference to Exhibit 10.48 to the Company’s
Registration Statement on Form S-11 as filed with the Securities and Exchange Commission (Registration
No. 333-111668), effective June 23, 2004},

Unconditional and Continuing Guaranty of Payment by Joseph V. Fierro to National City Bank of
Kentucky, dated January 25, 2002. {Incorporated by reference to Exhibit 10.49 to the Company’s
Registration Statement on Form 8-11 as filed with the Securities and Exchange Commission (Registration
No. 333-111668), effective June 23, 2004).

Amended and Restated Unconditional and Continuing Guaranty of Payment by Steven B. Schnall to
National City Bank of Kentucky, dated June 15, 2003. (Incorporated by reference to Exhibit 10.50 to the
Company’s Registration Statement on Form $-11 as filed with the Securities and Exchange Commission
(Registration No. 333-111668), effective June 23, 2004).

Amended and Restated Unconditional and Continuing Guaranty of Payment by Joseph V, Fierro to
National City Bank of Kentucky, dated June 15, 2003. (Incorporated by reference to Exhibit 10.51 to the
Company’s Registration Statement on Form S-11 as filed with the Securities and Exchange Commission
(Registration No. 333-111668), effective June 23, 2004).

Whole Loan Purchase and Sale Agreement/Mortgage Loan Purchase and Sale Agreement between The
New York Morigage Company, LLC and Greenwich Capital Financial Products, Inc., dated as of
September 1, 2003, (Incorporated by reference to Exhibit 10.53 to the Company’s Registration Statement
on Form S-11 as filed with the Securities and Exchange Commission {Registration No. 333-111668),
effective June 23, 2004).

Whole Loan Custodial Agreement/Custodial Agreement between Greenwich Capital Financial Products,
Inc., The New York Mortgage Company, LLC and LaSalle Bank National Association, dated as of
September 1, 2003. (Incorporated by reference to Exhibit 10.54 to the Company’s Registration Statement
on Form S-11 as filed with the Securities and Exchange Commission (Registration No. 333-111668),
effective June 23, 2004).

Fortn of New York Mortgage Trust, Inc. 2004 Stock Incentive Plan. (Incorporated by reference to Exhibit
10.35 to the Company’s Registration Statement on Form S-11 as fited with the Securities and Exchange
Commission (Registration No. 333-111668), effective June 23, 2004).

Guaranty between HSBC Bank USA, National City Bank of Kentucky, The New York Mortgage
Company LLC and Steven B. Schnall, dated as of December 15, 2003. (Incorporated by reference to
Exhibit 10.71 to the Company’s Registration Statement on Form S-11 as filed with the Securities and
Exchange Commission (Registration No. 333-111668), effective June 23, 2004).

Guaranty between HSBC Bank USA, National City Bank of Kentucky, The New York Mortgage
Company LLC and Joseph V. Fierro, dated as of December 15, 2003. (Incorporated by reference to
Exhibit 10.72 to the Company’s Registration Statement on Form S-11 as filed with the Securities and
Exchange Commission (Registration No. 333-111668), effective June 23, 2004).

Credit Note by and between HSBC Bank UJSA and The New York Morigage Company LLC, dated as of
December 135, 2003. (Incorporated by reference to Exhibit 10.73 to the Company’s Registration Statement
on Form S-11 as filed with the Securities and Exchange Commission (Registration No. 333-111668),
effective June 23, 2004).
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Credit Note by and between National City Bank of Kentucky and The New York Mortgage Company
LLC, dated as of December 15, 2003. (Incorporated by reference to Exhibit 10.74 to the Company’s
Registration Statement on Form S-11 as filed with the Securities and Exchange Commission {Registration
No. 333-111668), effective June 23, 2004).

Swingline Note by and between HSBC Bank USA and The New York Mortgage Company LLC, dated as
of December 15, 2003. (Incorporated by reference to Exhibit 10.75 to the Company’s Registration
Statement on Form 8-11 as filed with the Securities and Exchange Commission (Registration No. 333-
111668), effective June 23, 2004).

Custodial Agreement by and among Greenwich Capital Financial Products, Inc., The New York Mortgage
Corporation LLC and Deutsche Bank Trust Company Americas, dated as of August 1, 2003, (Incorporated
by reference to Exhibit 10.76 to the Company’s Registration Statement on Form S-11 as filed with the
Securitics and Exchange Commission (Registration No. 333-111668), effective June 23, 2004).

Master Mortgage Loan Purchase and [nterim Servicing Agreement by and between The New York
Mortgage Company L.L.C. and Greenwich Capital Financial Products, Inc., dated as of August 1, 2003.
{Incorporated by reference to Exhibit 10.77 to the Company’s Registration Statement on Form S-11 as filed
with the Securities and Exchange Commission (Registration No. 333-111668), effective June 23, 2004).
Promissory Note, issued by New York Mortgage Funding, LLC on January 9, 2004 in the principal
amount of $100,000,000.00, payable to Greenwich Capital Financial Products, Inc. (Incorporated by
reference to Exhibit 10.82 to the Company’s Registration Statement on Form S-11 as filed with the
Securities and Exchange Commission {Registration No. 333-111668), effective June 23, 2004).
Guaranty between the New York Mortgage Company, LLC and Greenwich Capital Financial Products,
Inc., dated as of January 9, 2004, (Incorporated by reference to Exhibit 10.83 to the Company’s
Registration Statement on Form S-11 as filed with the Securities and Exchange Commission (Registration
No. 333-111668), effective June 23, 2004).

Custodial Agreement between New York Mortgage Funding, LLC, Deutche Bank Trust Company
Americas and Greenwich Capital Financial Products, Inc., dated as of January 9, 2004. (Incorporated by
reference to Exhibit 10.85 to the Company’s Registration Statement on Form $-11 as filed with the
Securities and Exchange Commission (Registration No. 333-111668), effective June 23, 2004).
Amendment Number One, dated November 24, 2003, to the Master Mortgage Loan Purchase and Interim
Servicing Agreement, dated as of August 1, 2003. (Incorporated by reference to Exhibit 10.86 to the
Company’s Registration Statement on Form S-11 as filed with the Securities and Exchange Commission
(Registration No. 333-111668), effective June 23, 2004).

Form of Employment Agreement between New York Mortgage Trust, Inc. and Steven B. Schnall.
(Incorporated by reference to Exhibit 10.92 to the Company’s Registration Statement on Form S-11 as filed
with the Securities and Exchange Commission (Registration No. 333-111668), e¢ffective June 23, 2004).
Form of Employment Agreement between New York Mortgage Trust, Inc. and David A. Akre.
(Incorporated by reference to Exhibit 10.93 to the Company’s Registration Statement on Form S-11 as filed
with the Secunities and Exchange Commission (Registration No. 333-111668), effective June 23, 2004).
Form of Employment Agreement between New York Mortgage Trust, Inc. and Raymond A.
Redlingshafer, Jr. (Incorporated by reference to Exhibit 10.94 to the Company’s Registration Statement
on Form S-11 as filed with the Securities and Exchange Commission (Registration No. 333-111668),
effective June 23, 2004).

Form of Employment Agreement between New York Mortgage Trust, Inc. and Michael [. Wirth.
(Incorporated by reference to Exhibit 10.95 to the Company’s Registration Statement on Form §-11 as filed
with the Securities and Exchange Commission (Registration No. 333-111668), effective June 23, 2004).
Form of Employment Agreement between New York Mortgage Trust, Inc. and Joseph V. Fierro.
(Incorporated by reference to Exhibit 10.96 to the Company’s Registration Statement on Form S-11 as filed
with the Securities and Exchange Commission (Registration No. 333-111668), effective June 23, 2004).
Form of Employment Agreement between New York Mortgage Trust, Inc. and Steven R. Mumma.
(Incorporated by reference to Exhibit 10.97 to the Company’s Registration Statement on Form S-11 as filed
with the Securities and Exchange Commission (Registration No. 333-111668), effective June 23, 2004),
Amendment No. | to Employment Agreement between New York Morigage Trust, Inc. and Steven R.
Mumma, dated December 2, 2004. (Incorporated by reference to Exhibit 10.98 to the Company’s Annual
Report on Form 10-K as filed with the Securities and Exchange Commission on March 31, 2005).
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10.43
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10.45

10.46

10.47
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Amended and Restated Credit and Security Agreement between HSBC Bank USA, National Association,
National City Bank of Kentucky, JP Mcrgan Chase Bank, N.A. and The New York Mortgage Company
LLC, dated as of February 1, 2005. (Incorporated by reference to Exhibit 10.99 to the Company’s Annuai
Report on Form 10-K as filed with the Securities and Exchange Commission on March 31, 2005).
Amended and Restated Master Loan and Security Agreement between New York Mortgage Funding,
LLC, The New York Mortgage Company, LLC and New York Mortgage Trust, Inc. and Greenwich
Capital Financial Products, Inc., dated as of December 6, 2004. (Incorporated by reference to Exhibit
10.100 to the Company’s Annual Report on Form 10-K as filed with the Securities and Exchange
Commission on March 31, 20035).

Amended and Restated Master Repurchase Agreement Between New York Mortgage Trust, Inc., The
New York Mortgage Company, LLC, New York Mortgage Funding, LLC and Credit Suisse First Boston
Mortgage Capital LLC, dated as of March 30, 2005. (Incorporated by reference to Exhibit 10.1 to the
Company’s Current Report on Form 8-K as filed with the Securities and Exchange Commission on

April 5, 2005).

Separation and Release Agreement, dated June 30, 2005, by and between the Company and Raymond A.
Redlingshafer, Jr. (Incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form
8-K as filed with the Securities and Exchange Commission on July 5, 2005).

Parent Guarantee Agreement between Mew York Mortgage Trust, Inc. and JPMorgan Chase Bank,
National Association, as guarantee trustee, dated September 1, 2005. (Incorporated by reference to
Exhibit 10.1 to the Company’s Current Report on Form 8-K as filed with the Securities and Exchange
Commission on September 6, 2005).

Purchase Agreement among The New York Mortgage Company, LLC, New York Mortgage Trust, Inc.,
NYM Preferred Trust 1T and Taberna Preferred Funding 11, Lid., dated September 1, 2005, {Incorporated
by reference to Exhibit 10.2 to the Company’s Current Report on Form 8-K as filed with the Securities
and Exchange Commission on September 6, 2005).

New York Mortgage Trust, Inc. 2005 Stock Incentive Plan. (Incorporated by reference to Exhibit 10.1 to
the Company’s Registration Statement on Form S-3/A (File No. 333-127400) as filed with the Securities
and Exchange Commission on September 9, 2005).

Master Repurchase Agreement among DB Structured Products, Inc., Aspen Fundmg Corp. and Newport
Funding Corp, New York Mortgage Trust, Inc. and NYMC Loan Corporation, dated as of December 13,
2005.*

Custodial Agreement among DB Structared Products, Inc., Aspen Funding Corp., and Newport Funding
Corp., NYMC Loan Corporation, New York Mortgage Trust, Inc. and LaSalle Bank National
Association, dated as of December 13, 2005.*

Master Repurchase Agreement among New York Mortgage Funding, LLC, The New York Mortgage
Company, LLC, New York Mortgage Trust Inc. and Greenwich Capital Financial Products, Inc. dated as
of January 5, 2006.*

Amended and Restated Custodial Agreement by and among The New York Mortgage Company, LLC,
New York Mortgage Funding, LLC, New Yotk Mortgage Trust, Inc., LaSalle Bank National Association
and Greenwich Capital Financial Products, Inc. dated as of January 5, 2006.

Summary of 2005 Cash Bonuses Paid to Executive Officers (incorporated by reference to Exhibit 10.1 to
the Company’s Quarterly Report on Form 10-Q filed on May 10, 2006).

Amendment No. | to Amended and Restated Master Repurchase Agreement among Credit Suisse First
Boston Mortgage Capital LLC, The New York Mortgage Company, LLC, New York Mortgage Funding,
LLC and New York Mortgage Trust, Inc. dated as of April 29, 2005 (incorporated by reference to Exhibit
10.110 to the Company’s Quarterly Report on Form 10-Q filed on May 10, 2006).

Amendment No. 2 to Amended and Restated Master Repurchase Agreement among Credit Suisse First
Boston Mortgage Capital LLC, The New York Mortgage Company, LLC, New York Mortgage Funding,
LLC and New York Mortgage Trust, Inc. dated as of May 10, 2005 (incorporated by reference to Exhibit
10.111 to the Company’s Quarterly Report on Form 10-Q filed on May 10, 2006).
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Amendment No. 3 to Amended and Restated Master Repurchase Agreement among Credit Suisse First
Boston Mortgage Capital LLC, The New York Mortgage Company, LLC, New York Mortgage Funding,
LLC and New York Mortgage Trust, Inc. dated as of July 18, 2005 (incorporated by reference to Exhibit
10.112 to the Company’s Quarterly Report on Form 10-Q filed on May 10, 2006),

Amendment No. 4 to Amended and Restated Master Repurchase Agreement among Credit Suisse First
Boston Mortgage Capital LLC, The New York Mortgage Company, LLC, New York Mortgage Funding,
LLC and New York Mortgage Trust, Inc. dated as of August 5, 2005 (incorporated by reference to
Exhibit 10.113 to the Company’s Quarterly Report on Form 10-Q filed on May 10, 2006).

Amendment No. 5 to Amended and Restated Master Repurchase Agreement among Credit Suisse First
Boston Mortgage Capital LL.C, The New York Mortgage Company, LLC, New York Mortgage Funding,
LLC and New York Mortgage Trust, Inc. dated as of September 6, 2005 (incorporated by reference to
Exhibit 10.114 to the Company’s Quarterly Report on Form 10-Q filed on May 10, 2006).

Amendment No. 6 to Amended and Restated Master Repurchase Agreement among Credit Suisse First
Boston Mortgage Capital LL.C, The New York Mortgage Company, LLC, New York Mortgage Funding,
LLC and New York Mortgage Trust, Inc. dated as of November 14, 2005 (incorporated by reference to
Exhibit 10.115 to the Company’s Quarterly Report on Form 10-Q filed on May 10, 2006).

Amendment No. 7 to Amended and Restated Master Repurchase Agreement among Credit Suisse First
Boston Mortgage Capital LLC, The New York Mortgage Company, LLC, New York Mortgage Funding,
LLC and New York Mortgage Trust, Inc. dated as of March 14, 2006 (incorporated by reference to
Exhibit 10.116 to the Company’s Quarterly Report on Form 10-Q filed on May 10, 2006).

Amendmeni No. 8§ to Amended and Restated Master Repurchase Agreement among Credit Suisse First
Boston Mortgage Capital LLC, The New York Mortgage Company, LLC, New York Mortgage Funding,
LL.C and New York Mortgage Trust, Inc. dated as of March 24, 2006 (incorporated by reference to
Exhibit 10.117 to the Company’s Quarterly Report on Form 10-Q filed on May 10, 2006).

Amendment No. 9 to Amended and Restated Master Repurchase Agreement among Credit Suisse First
Boston Mortgage Capital LLC, The New York Mortgage Company, LLC, New York Mortgage Funding,
LLC and New York Mortgage Trust, Inc. dated as of May 10, 2006 (incorporated by reference to Exhibit
10.118 to the Company’s Quarterly Report on Form 10-Q} filed on May 10, 2006).

Amendment No. 10 to Amended and Restated Master Repurchase Agreement Among Credit Suisse First
Boston Mortgage Capital LLC, The New York Mortgage Company LLC, New York Mortgage Funding,
LLC and New York Mortgage Trust, Inc. dated as of August 4, 2006 {incorporated by reference to
Exhibit 10.119 to the Company’s Quarterly Report on Form 10-Q) filed on August 9, 2006).

Amendment No. 11 to Amended and Restated Master Repurchase Agreement Among Credit Suisse First
Boston Mortgage Capital LLC, The New York Mortgage Company LLC, New York Mortgage Funding,
LLC and New York Mortgage Trust, Inc. dated as of October 16, 2006 (incorporated by reference to
Exhibit 10.120 to the Company’s Quarterly Report on Form 10-Q) filed on November 9, 2006).
Amendment No. 12 to Amended and Restated Master Repurchase Agreement Among Credit Suisse First
Boston Mortgage Capital LLC, The New York Mortgage Company LLC, New York Mortgage Funding,
LLC and New York Mortgage Trust, Inc. dated as of November 9, 2006 (incorporated by reference to
Exhibit 10.121 to the Company’s Quarterly Report on Form 10-Q) filed on November 9, 2006).
Amendment Number One to the Master Repurchase Agreement dated as of December 13, 2005, by and
among DB Structured Products, Inc., Aspen Funding Corp., Newport Funding Corp., the Company and
NYMC Loan Corporation, dated as of December 12, 2006 (incorporated by reference to Exhibit 10.1 to
the Company’s Current Report on Form 8-K filed on December 15, 2006).

Separation Agreement and General Release, by and between the Company and Steven B. Schnall, dated
as of February 6, 2007 (incorporated by reference to Exhibit 10.1 to the Company’s Current Report on
Form 8-K filed on February 14, 2007).

Separation Agreement and General Release, by and between the Company and Joseph V. Fierro, dated as
of February 6, 2007 (incorporated by reference to Exhibit 10.2 to the Company’s Current Report on Form
8-K filed on February 14, 2007).

Asset Purchase Agreement, by and among IndyMac Bank, F.S.B., The New York Mortgage Company,
LLC and the New York Mortgage Trust, Inc., dated as of February 6, 2007.*
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Assignment and Assumption of Sublease, by and between Lehman Brothers Holdings inc. and The New
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First Amendment to Assignment and Assumption of Sublease, dated as of January 5, 2007, by and
between The New York Mortgage Company, LLC and Lehman Brothers Holdings, Inc.*
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Exhibit 12.1

Computation of Ratios

Computation of Ratios of Earnings to Combined Fixed Charges and Preferred Dividends

Years Ended December 31,
2006 2005 2004 2003 2002
{dollar amount in thousands)

Earnings:

Pretax income (loss) from continuing operations (23,525) (13,889) 3,688 13,726 3,750
Fixed Charges 72,939 60,104 16,012 3,266 1,673
Distributed income of equity investees 11,524 17,268 7,605 21,565 1,589
Total Earnings 60,938 63,483 27,305 38,557 7,012
Fixed Charges:

Interest Expense 72,939 60,104 16,012 3,266 1,673

Amortized premiums & discounts related to indebtedness — — — — —
Capitalized expenses related to indebtedness — — — — —
Capitalized Interest — — — — —
Preference security dividends — — — — —
Total Fixed Charges 72,939 60,104 16,012 3,266 1,673

Ratio of earnings to fixed charges 0.84 1.06 1.71 11.81 4.19

Preference security dividends — — - _ —

Ratio of earnings to fixed charges and preference security
dividends 0.84 1.06 1.71 11.81 4.19

Computation of Earnings to Fixed Charges
Years Ended December 31,
2006 2005 2004 2003 2002
(doltar amount in thousands)

Fixed Charges:

+Interest Expense 72,939 60,104 16,013 3,266 1,673
+Capitalized Interest — — — — —
+Amortized premiums & discounts related to indebtedness — — —_ — -
+Capitalized expenses related to indebtedness — — — — -
+Interest within rent expense — — — — —
+Preference security dividends — — — — —

Tota! Fixed Charges 72,939 60,104 16,013 3,266 1,673
Eamings:

+Pretax income from continuing operations (23,525) (13,889) 3,688 13,726 3,750
+Fixed Charges 72,939 60,104 16,013 3,266 1,673
+Amortization of capitalized interest — —_ — — —
+Distributed income of equity investees 11,524 17,268 7,605 21,565 1,589

+Pre-tax losses of equity investees — — — — —
~Interest capitalized — -— — — —
—Preference security dividends of consolidated subsidiaries — — — — —

—Minority interest in pre-tax income of subs. .. — — — — —
Total Earnings 60,938 63,483 27,305 38.557 7,012

Ratio of Eamings to Fixed Charges 0.84 1.06 1.71 11.80 4.19

If ratio is less than |, disclose dollar amount of deficiency 12,001 — — — —




List of Significant Subsidiaries

Exhibit 21.1

Names
State of Under Which
Name Incorporation It Does Business
The New York Mortgage Company, LLC New York Mortgageline.com,
Princeton Mortgage Consultants

New York Mortgage Trust 2005-1 Delaware n/a

New York Mortgage Trust 2005-2 Delaware n/a

New York Mortgage Trust 2005-3 Delaware n/a

New York Mortgage Trust 2006-1 Delaware n/a

New York Mortgage Funding, LLC Delaware n/a



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement No. 333-127400 of New York
Mortgage Trust, Inc. on Form 8-3/A and Registration Statements No. 333-117524 and No. 333-137987 of
New York Mortgage Trust, Inc. on Form 8-8 of our reports dated April 2, 2007, relating to the financial
statements of New York Mortgage Trust, Inc. and subsidiaries and to management's report of the
effectiveness of internal control over financial reporting (which report expresses an adverse opinion on the
effectiveness of the Company's internal control over financial reporting because of a material weakness)
appearing in the Annual Report on Form 10-K of New York Mortgage Trust, Inc. and subsidiaries for the
year ended December 31, 2006.

/s/ DELOITTE AND TOUCHE, LLP
New York, New York
April 2, 2007




Exhibit 31.1

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, David A. Akre, certify that:

1. T have reviewed this annual report on Form 10-K of New York Mortgage Trust, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report; -

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in ail material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant, including its
consoclidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervisior, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter that has materially affected, or is reasonabty llkely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent furctions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ab11|ty to record, process,
summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: Apnl 2, 2007

/s/ David A. Akre

David A. Akre

Co-Chief Executive Officer
{Principal Executive Officer)




Exhibit 31.2

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Steven R. Mumma, certify that:
1. Thave reviewed this annual report on Form 10-K of New York Mortgage Trust, Inc.;

2. Based on my knowledge, this report does not contain any untrue staternent of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misteading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

{(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and

{d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
oceurred during the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officers and [ have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: April 2, 2007

/s/ Steven R. Mumma

Steven R. Mumma

President, Co-Chief Executive Officer and
Chief Financial Officer

(Principal Financial Officer)




EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of New York Mortgage Trust, Inc, (the “Company™) on Form 10-K for
the year ended December 31, 2006, as filed with the Securities and Exchange Commission on the date hereof (the
“Report”), the undersigned hereby certifies, pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15{d) of the Securities Exchange Act of
1934, as amended; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

A signed original of this written statement required by Section 906 has been provided to the Company and will
be retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request.

Date: April 2, 2007

/sf David A. Akre
David A. Akre
Co-Chief Executive Qfficer




EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of New York Mortgage Trust, Inc., (the “Company™) on Form 10-K for
the year ended December 31, 2006, as filed with the Securities and Exchange Commission on the date hereof (the
“Report™), the undersigned hereby certifies, pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Actof
1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

A signed original of this written statement required by Section 906 has been provided to the Company and will
be retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request.

Date: April 2, 2007

- /s/ Steven R. Mumma
Steven R. Mumma
President, Co-Chief Executive Officer and
Chief Financial Officer
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